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JERRY SANDERS

MAYOR

September 4, 2007

Mr. Kelly C. Bowers

Senior Assistant Regional Director
Securities and Exchange Commission
Los Angeles Regional Office

5670 Wilshire Boulevard, 11" Floor
Los Angeles, CA 90036-3648

Dear Mr. Bowers:

g N
This is in response to your July 23 2007 letter to Messrs aJohn Hamgan and Stanley
Keller’s “Initial Report ofIndependent Consultant™ date%une 7, 2007_.

¥ [
Let me first assure the Securities and Exchange Comm1551on (S%C-) that I take the
Eovemment Ver\" qerlﬂll‘;l\" and rth hﬂ( hPPf‘I a fnn pmnrlh'l Cf "n_n%:e}"er Sinca tak:rg office ﬂedr,y- LU
months ago. To this end, there have been a numhsr of initiatives | have.aheady iaken forward and that

Yl

are completed. Attachments | through 5 dlscusik.the Clty lis,progress on lmplementmo the
recommendations found in the “Repeort of the Aualt Comnntte B (Krol! Réport) dated August 8, 2006.
i g

t ] % ‘
1. The City must.-ﬁnahze the mternaI audit functlon and hire as soon as poss;ble a qualified

The !Cﬁxﬂtyrconcmu% with this%ecomme;%ahoﬁand 15 in the ﬁna] stages of filling the internal auditor
p%tlon Iﬁémrlews of sevqg‘fﬁnahsts were held on July 26, 2007 and the top two candidates
have been mterwew%d_ A fitadecision and offer will be made shortly and an announcement
“made once an agreement for er%lﬁgfﬁn‘;m 15 reached. In the meantime, in May of this year |
appointed a well- quahﬁed Intenm*lntemal Auditor who has re-activated the Internal Audit Unit,
mclucﬁ?ﬁ!ﬁhe developm‘éﬁ of a City wnde risk assessment.
4 ;35-
2. The Audlta\%gﬁmmlttee should complete its organization as quickly as possible by selecting
cifizen advisérs; a%fprofessmnal consultants, as necessary, to assist the Andit Committee in
discharging lt‘SQEi”%SpOﬂS]bllltles.

While Kroll recommended the establishment of an Audit Committee comprised of two “public”
members and one City Council Member, the City Attorney has opined that this structure of an
Audit Committee could not be implemented without a change to the City’s Charter. As such, the
City Council established an Audit Committee comprised of three City Council Members.

-
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Attachments 6 through 8 are the charter, ordinance establishing the Audit Committee, and
statement of operating principles relating to the Audit Committee and its relationship with the
Internal Auditor. In addition to the three City Council voting members, there are three ad hoc
advisers confirmed at the July 30, 2007 Audit Committee meeting who will bring technical
expertise to the Committee. The Audit Committee is also in the process of retaining a consultant

- with professional auditing and accounting expertise to assist the Audit Committee perform its

oversight function,

On a parallel track, | established a 15 member City Charter RevlewCommittee comprised of one .

member nommated by each Council Member and seven appomtedfby me. The charge of the
Charter amendments to the City Council. This is to be “%Ql-‘ﬁ‘iﬂ&ted by ¢ September 2007 for
consideration for inclusion on the June 2008 ballot. @neofthe items being; ggicussed is to amend
the Charter to establish a permanent Audit Committee, as well as suggestmg«theﬁpemanent make-
up of the Committee. : Y

The City should upgrade to a more m
el e

uliimaielv !!!!!J!’l‘l"t; financis

The City concurs with this recommengano%nd has already 'Iicﬁted a new software vendor. The
current schedule calls for the 1mp!emeq§gt1qg%eﬂ%gew core fi nanc;alcsvstem by July 2008 and the
human resources/payroll system by January 2009, This is movmgeas fast as can reasonably be

expected.

The City should re’;evaluate;the role and agasountablhtyof its Chief Financial Officer and
consider havmg the same person serve as the Chief Financial Official and Auditor and
ComptrollerF=; %, ‘aé; ’h. e '

Upon taking office, ] estabhshednthe s ﬁrst ever Chief Financial Officer (CFO) position. As
Lt St 5

part,of; th;s‘gc_cilon ] consohdataed all financial related activities and responsibilities under this

posxtlon Abou&%nesyear aer the establishment of this position, the City’s Auditor and

é Comptro]ler left the; Clty proﬁldfsﬁg,the City with an opportunity to take those responsibilities and

L
asswn them spemﬁcal%’%? the CEQ? This is the first step in separating the internal audit
I'ESPGI.’ISI};)\IIIUES from th%sc:fmptroller duties and is consistent with a recommendation made by
Kroll>Again, because ofian opinion by the City Attomey this Kroll recommendation cannot be

o 1
fully :m‘f)]gkmented thhout a Charter amendment and is also an item of discussion by the Charter
Review Commitiee. 4

ol e g
The City should%égontlnue evaluating the disclosure process and consider whether moving
toward a shelf’ilke disclosure system would be appropriate.

The Independent Consultant’s Report stated that “it will be desirable for the City to consider
whether to move toward a more shelf-like disclosure system, similar to that used by private
issuers, as a way (o permit accessing the capital markets in a timely and efficient manner in order
to achieve savings for taxpayers and ratepayers.” The Independent Consultant made this
suggestion in light of the comprehensive disclosure processes of the City’s, including the
Disclosure Controls and Procedures of the City’s Disclosure Practices Working Group (the
“DPWG”) (Attachment 9). The City’s current disclosure processes and procedures were enacted
by Ordinance No. 0-19320 (Ordinance), adopted by the City Council on October 11, 2004, The
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formation of the DPWG was in response to recommendations made by the law firm Vinson &
Elkins L.L.P. in its report of September 16, 2004, regarding deficiencies in the processes and
practices of the City with respect to the disclosure of financial information to the financial
markets.

The DPWG is a cross-disciplinary internal working group of the City (currently composed of the
City Attorney, the Chief Deputy City Attorney for Finance and Disclosure, City’s Chief Financial
Officer, the Debt Management Administrator, and the City’s outside Disclosure Counsel, along
with the City Council’s Independent Budget Analyst as an ex-offi 3io"%%mber)’ designed to
ensure communication between City departments, to create a clearmghouse to discuss and debate
best practices with respect to disclosure controls and procedu{gé‘gand to directly address the
deficiencies cited in the Vinson & Elkins report. The obJecnves oﬁthe,DPWG are twofold: to
ensure the compliance of the City (and the City Councnl Cxty offi cer}‘iand staff in the exercise of
their official duties) with federal and state secuntles Ia l’?and to promo;é’\tﬁ’é;hlghest standards of
accuracy in disclosures relating to securities 1ssued%by the Clty
R
The City is carefully reviewing the suggestion oféhe;lndeper%ent Consultant, mcludmc the
evaluation of so-calied shelf-registration models currently y infuse by a limited numiber of public

o
ugerc.es that ﬁ-ecuenth: anness tkn nnk]nﬂ markvrc aenaruq”u |F the pcurrent model i 00

cumbersome to ensure the timely procggss of documents asithe City regains access to the public

markets. The City has adopted imprd rocedures for the'revi gw of its Comprehensive Annual
. Financial Reports which can serve as oL S -regstraﬁon process should it

proceed in that direction. The City is mtndﬁ“hcwe\der that its current disclosure regime has

SR, £
made significant improvements to the City, s controlseregardmgathe release of financial
T
information to the pubhc-capltal markets. Acoordmg[v anyﬁshelf registration model would take
into con51derat1onéprocedures*currentl} in place which wer¢ designed to ensure that the City

NGE
would not makemlsleadtno‘statements or omxssmns to the market place in the furure
: gt

In addition to the above, theﬂClty is ?&vmg forward on many fronts including having issued its fiscal
vear 2003 and 2004 ComprchenswewAnnuaI Fin nc%al«Reports tmplementmg addltlonal Kroll

N T el
remediation '-ecommen ] atlons wcrkmg on stren

City Attorney
Chief Financial Officer
Independent Budget Analyst

. ' The current composition of the City’s Disclosure Practices Working Group reflects the evaluation by the
Independent Consultant. See the memorandum of the Independent Consultant, dated April 20, 2007 entitled “Memo
of the Independent Consultant on the Disclosure Practices Working Group” attached hereto as Attachment 9. The
Ciry adopted the Independent Consultant’s recommendation on April 30, 2007. The City expects to adopt an
ordinance implementing changes to the DPWG in September 2007.



THE City oF SAN Dieco

OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT

Date Issued: August 29, 2007 : IBA Report Number: 07-80
City Council Docket Date: September 4, 2007
Item Numbers: 332 and 333

Item: Background Information for Item 332 - Report from the Independent Consultant
" (Stanley Keller) and Item 333 - Response to the SEC

RECAP OF INDEPENDENT CONSULTANT/MONITOR CONTRACT

The purpose of this report is to provide background information for Council and the
public with respect to two items on next week’s docket that relate to the status of the
City’s financial reforms. The first item, Item 332, is an information report from Staniey
Keller in his capacity as the City’s Independent Consultant as required by. the Securities
and Exchange Commission {SEC) in their Order of November 14, 2006. The SEC
required that the City retain an Independent Consultant for a period of three years to
review and make recommendations regarding the City’s policies and internal controls
with respect to its financial disclosure functions. A three year contract with Mr. Keller
was recommended by the Mayor and approved by Council on January 16, 2007.

This contract also provided for Mr. Keller to serve in the capacity of “Monitor” as
recommended by the Kroll report that was 1ssued on August 8, 2006. In his role as
Monitor, Mr. Keller is to assist with review and implementation of remediation measures
as recommended by Kroll. While there is natural overlap between Independent
Consultant and Monitor duties, it is important that they be distinct in their execution.
Given the crossover of issues, the intent of Mr. Keller serving in both roles was to take
advantage of knowledge he has acquired about San Diego’s reform efforts in-order to
achieve efficiencies. '

INITIAL REPORT OF INDEPENDENT CONSULTANT TO THE CITY OF
SAN DIEGO (Item 332)

The SEC Order calls for the designated Independent Consultant to issue three reports to
the SEC as follows: “issue its first report within 120 days after the date of the
engagement and the following two reports within 60 days following each subsequent one-
vyear period from the date of engagement.” With Mr. Keller’s contract with the City

Office of independent Budget Analyst
202 C Street, MS 34 » San Diego, CA 92101
Tat {619) 23¢-6555 Fax (619) 236-6556



being executed on or about January 27, 2007, his first report, using that date, was due to
the SEC on May 28, 2007. However, Mr. Keller requested of the SEC, and the SEC
approved, an extension to June 8, 2007. Mr. Keller indicated he requested an extension
in order to allow for items that were underway to be finalized and reflected in the report.
Future requests for extension should first be approved by the Mayor and City Council.

Mr. Keller issued his report to the City Council, the Mayor’s Office and the City
Attorney as well as to the SEC on June 7, 2007. As Mr. Keller did not present his report
to the City Council upon its release, this item is docketed so that he can discuss his report
in a public forum and respond to questions.

LETTER FROM SEC IN RESPONSE TO THE INDEPENDENT
CONSULTANT’S INITIAL REPORT (Item 333)

On Monday, July 23, 2007 Stanley Keller, Independent Consultant, and John Hartigan,
the City’s outside legal counsel on this matter, received a letter from Kelly C. Bowers,
SEC Semor Assistant Regional Director, in response to the Independent Consultant’s
June 7" Initial Report. Mr. Keller provided the letter to the CFO and the City Attorney’s
Office the same day he received it, and he suggested that it be provided to the Chair of
the Audit Committee. The correspondence was not similarly distributed to the Council
President, members of the City Council or the IBA on the 23™. It was provided to the
Chair of the Audit Commuiiee ai ihe eind of the week and io the \,n.y Councii oa :.uuuua._y,
July 30™. Timely distribution of important SEC communications is crifical to both
branches of government, and responsibilities for this should be clarified for the future.

The letter from the SEC requested that additional information be provided on the steps
~ taken by the City to adopt the following items discussed in Mr. Keller’s report:

-  Finalizing the internal audit function and hiring a qualified internal auditor

- Compileting the organization of the Audit Committee and selecting cmzen
advisors and professional consultants to advise them

- Upgrading to a new financial accounting system |

- Reevaluating the roles and accountability of the CFO and the Auditor and
Comptroller

- Evaluating the disclosure process and consider moving to a shelf-hke disclosure
system

The letter stated: “please advise us as soon as possible as to the steps taken by the City to
adopt the above recommendations or other alternative methods designed to achieve the
same objectives... We are also interested in knowing the estimated timeframe for
implementing these recommendations.”




Since the letter was addressed to Messrs. Keller and Hartigan, I asked Mr. Keller to
clarify whether the response should come from him or directly from the Citv. Mr. Keller
noted that the City should be responding directly “since it is the City’s response to my
(M. Keller’s) recommendations.” At a special Audit Committee meeting of August 67,
the CFO discussed several points that he suggested be included in a City response. It was
also noted at this meeting that this item would be scheduled for full Council discussion
on September 4™, 2007 - the first Council meeting following legislative recess. In a letter
sent on August 7%, the CFO notified the SEC regarding this schedule. This item has been
docketed in order to discuss and coordinate a City response.

The IBA believes that a coordinated response regarding steps taken and planned actions
will best convey the City’s commitment 1o be responsive to the items noted in the SEC
letter of July 23", 2007.

This report is provided for information only.

e T2l _

Andrea Tevlin
Independent Budget Analyst




THE CitYy oF SAN DiIEGO

August 7, 2007

Mr. Kelly C. Bowers

Senior Assistant Regional Director
Securities and Exchange Commission
Los Angeles Regional Ofﬁce

5670 Wilshire Boulevard, 11™ Floor
Los Angeles, CA 90036-3648

Dear Mr. Bowers,

The City is in receipt of your July 23, 2007 letter to Messrs. John Hartigan and Stan
Keller regarding Mr Keller’s “Initial Report of Independent Consultant” dated

Jupe 7, 2007 and is in the process of preparing a formal written response.

The City Council is on legislative recess for the month of August. The Mayor would like
to formally meet with the Council prior to sending the City’s response and has worked
with the City Council President to docket the item for the September 4 Counci] meeting.
The City’'s response will be sent shortly thereafier.

- .Should you have any questions in the meantime, feel free to contact me at 619-236-7080.
Thank you.

Sincerely,

Jay M. Goldstone
Interim Chief Operating Ofﬁcer/Ch1ef Financial Officer -

Cc.  Jerry Sanders, Mayor
City Council Audit Committee
City Counciimembers
Mike Aguirre, City Attomey _
Stan Keller, Independent Consultant P
Andrea Tevlin, Independent Budget Analyst



Overview

e Components of the response
® Timing of response

¢ Audit Committee’s comme'nts/input ,

8/6/2007 ' 2




The Response

e Describe work completed to date

e Provide the 6 Kroll remediation status réports
® Respond specifically to each of the 5 areas

-® Acknowledge work still to be done |

| /fossiié; Conei ] Mspansa_

8/6/2007 -

- Internal Auditor

® The appointment of an Interim Internal Auditor
® Development of Risk Assessment

- @ Recruitment process

® 19 applications

a July 26t — 7 candidates interviewed

& August — Top 2 candidates to be interviewed
2 Late August — Possible offer to be made

§/6/2007




Audit Committee
e Acknowiedge the establish'ment of a 3 Council
-Member Audit Committee

" July 30 Meeting - 3 technical exp
an ex-officio capacity

e Apprise of work performed

e Share copy of Charter, Bi-laws ard Statement
of Operating Principles

® Mention work of Charter Review Committee

B/6/2007

Financial Accounting System

e Council approved the acquisition of SAP
e July 2008 — Implement Core Financial System

‘& January 2009 — Implement Payroll/HR System

8/86/2007




Role of Chief Financial Officer
® Establishment of the CFO position -

e The consolidation of financial oversight

® Separation of the Internal Auditor from the
Comptroller

® Work of the Charter Review Committee

RIGI20O07

Disclosure Process

o Estabiishmeht of the Disclosure Practices
- Working Group (DPWG) '

® Provide DPWG's Disclosure Controls &
Procedures

e Cross-disciplinary internal working group

City will take under advisement “shelf-like”
disclosure system _

8/6/2007




Next Steps
o. Receive Audit Committee Comments

® Inform SEC of anticipated September response

e Present “final” letter to Council Sept. 4th

e Mail letter

8/6/2007 . ' 9




Attachment 1

OFFICE OF MAYOR JERRY SANDERS
CiTY OF SAN DIEGO

MEMORANDUM
Date: October 5, 2006
To: Honorable Members of the City Council
From: Mayor Jerry Sanders r—'f%\;‘}}(/ '{QL. %4,(,.,7 M
Subject: Kroll Remediation Status for October 18, 2008, Council Meeting

In my memorandum dated August 24, 20086, | reporied my staff had identified 121 items for
remediation from the Kroll Report. These items were grouped by remedial category and

were described in detail along with anticipated due dates. On October 16, 2006, my staff wil
meet with you to discuss the following:

« Status of remedial items identified for completion in Septembér 2006 (items 1-8,
46-47, 48.ii, 84-86)

» Status of the implementation of the organizational siructure for ﬁnancxal operations
(addresses items 7-14)

« Additional remedial items identified (items 4.1, 20.1, 52.1, 52.2, 57.1, 107.1, 118.1,
120.1)

The numbering convention for the additional remedial items follows the remedial categories
identified in my August 24, 2008, memorandum. For example, “new” item 4.1 maiches the

remedial category of Oversight Monitor and is most closely associated with itern 4 from my
prior memorandum.

Attachment A — Financial Operations Organizational Charis

Cc:  City Attorney
BA
Chief Operating Officer
Chief Financial Officer
"SDCERS
John Dyer



.;

| - Remedial ltems due September 2006

A. Com_gleted ltems

Remedial Category — City Actuarial Services

46.

47.

The City should periodically, but no less frequently than every three years, retain its
own actuary to review the SDCERS actuarial valuation and the assumptions used,
and tc provide an independent assessment of the valuatlon and its implications for
the C\ty (Pages 260, M-11 & M-12)

The City must retain its own actuary responsible for determining for the City the cost
of each proposed new retirement benefit and to issue a report thereon to the City
Council before an ordinance is adopted conferring the benefit. (Pages 260 & M-12)

Status: Complete. The City has retained an actuary, Joseph Esuchanko. The

City's actuary is nearly complete with his first report. The delay in his
completion is the result of additional work assigned by the City in order to
assist with the calculation of the City's Net Pension Obligation for the 2003
CAFR. Revised due datie for the report is November 2006.

Remediai Category — Deferred Maintenance

- 48.

Status:

Status:

We recommend that the Mayor and the Budget Director establlsh a process to

identify and prioritize deferred maintenance and unfunded procurement nesds. The

Budget Direcfor should prepare and present a public report identifying cumutative

‘deferred maintenance and unfunded procurement needs during the annual budget

hearings. The City's approach o funding deferred maintenance and unfunded
procurement should be changed to allow for increased funding in these areas,
(Page M-21) :

in responding to this item, the Mayor's August 24, 2006, memorandum identifies
four specific components (i, i, iil and iv). Only items i and ii are addressed below,

i (48.0) Development of a Facility Category Index io identify facilities and assets
critical to the mission of the City and prioritize those assets for funding to
address deferred maintenance requirements.

Complete. The due date indicated in my August 24, 2008, memorandum
for this item should have been Sepiember 2008 instead of September
2007. This date was transposed with item 48.ii.

ii (48.if) Development of an asset inventory to create current inventories of
essential infrastructure assets (e.g., Chiller Plants, Boilers, Pumps, High
Voltage Switch Gear).

Not complete. The due date for this item was missiated 2s September
20086. The correct due date is Sepiember 2007,



B. In Process ltems

| - Remedial Iltems due September 2006

Remedial Category - Oversight Monitor

1.

Appoint a Monitor to oversee the inllplemeniation of and compliance with the

.Remediation Plan. (Pages 263 & M-14)

2. The Monitor should be selected by the Mayor in consultation with the City Councll
and subject to the approval of the SEC and should be an independent person of
suitable standing, independence and experience for the assignment. {Pages 263 &
M-14) ‘

3. The Monitor should have complete and unfettered access to all City and SDCERS
personnel and records. (Pages 263 & M-14)

4, The Monitor should make quarterly reports to the City and the SEC on the City's
progress. (Pages 263 & M-14)

5. The Monitor should serve a term of no less than three years and should be provided
adequate resources to carry the duties of his office. (Pages 263 & M-14)

B, The SEC should have the right, upon request {0 expand the scope of the .".“.u.mu.'a ‘
duties following consultation with the Cxty (Pages 263 & M-14)

Status: in process. The appointment of an SEC approved Monitor is a

recommendation that the Mayor supports.- Further discussion with Council
and the City Attorney’s Office is needed to determine the term of retention
and scope of duties. That discussion will occur prior to the

November 13th, 2006, Council date where a detailed presentation will be

made. :

Remedial Category - Reconciliation of Accounts

84.

85.

Status:

The City must develop an improved cash reconciliztion process, which is more
automated, documented, and complete. The revised process must suppori
accuracy, fimely completion, and improved ease of review. (Page M-16)

The City should develop and impiement a timely and less cumbersome bank
reconciliation process to clearly reconcile bank and the general ledger balances.
The improved process should facilitate timely completion, ease of review, correction
of errors, and enhance communication beiween the Compirolier's and Treasurer's
staff. (Page M-18)

in process. Cash for fiscal years 2003 and 2004 have besen reconciled and
reported to the City's external audilors. The esiablishmeni of 2 formal
documenied process will be compiete by November 2006,




| - Remedial ltems due September 2006

86. City Departments should reconcile all accounts receivable and deferred revenue
accounts to supporting information at period ends. Supervisors should review these
reconciliations for completeness and accuracy. (Page M-23)

Status: In process. This is a significant task requiring reconciiiations by each City
depariment with material revenue., The process documentation for
reconciling accounts receivable and deferred revenue to supporting
information for each period needs {0 be updated. Subsequently,
appropriate City employees require training on the process. Finally, the

- processes (by department) need to be tested to confirm operating
effectiveness. Revised completion date is June 2007.



Il — Status of the Implementation of the Organizational Structure for

Financial Operations

Remedial Category — Organizational Structure

7.

Centralize accountability for the accuracy and credibility of the City's financial
reporting under the CFO. The areas of responsibility would include, a City
Comptrolier, a Director of Financial Reporting, the Financial Management Director,
Director of Debt Management and City Treasurer. (Pages 245 & M-1)

Status: = Completed. Prior to January 2006, the City's financial reporting structures

were distributed throughout the organization. ‘Some reported up to the City

- Manager through a Deputy and Assistant City Manager while the City
Auditor & Comptroller, a separate department, reported to the Mayor and
Council. This structure did not promote coordination, communications,
accountability or transparency. One of the first changes | made upon
taking office was to create the position of Chief Financial Officer (CFQ)
who is responsible for what | am calling the Department of Finance. The .
CFO is ultimately accountable for the ‘accuracy and credibility of the City’s
financial reporting.

See organizational chart in Attachment A, 2006 Department of Finance.
The City Comptrolier (Auditor & Comptroller), Director of Financial
Reporting (Financial Management) Director of Debt Managemeni {Debt

l\lnnﬂﬂhmt.\h#\ -_'nnﬂl r‘*m. Tfoaha rrar f"l"rf::ﬁrn o pnn-.-l i [al=la
e A TR Vbl Y g UHUI oL lel’ I.U l.llc S [T A

The Director of Planning, Budgeting and Financial Analysis (Financial Management
Director) should report directly to the CFO and have principa!l responsibility for
preparing an annual budget, a monthly budget with comparisons of budget to actual
results year-to-date, analyses of variances and a quarterly report to the City Council
and public setting forth budget versus actual results. (Pages 246 & M-2)

Status: Completed. The Financial Management Dlrecior reports directly to the

10.

11.

CFOQ and has primary responsibility for preparing the annual budget.
Quarterly reports have been provided to the City Council and public.

The City Treasurer should report to the CFO and have principal responsibility for all
treasury functions for the City. (Pages 246 & M-2)

The CFO should have primary responsibiiity for, and have as direct reporis,
personnel with functiona! authority over accounting and financial analysis, treasury,
planning and budgeting and financial reporting. This should include authority over

those responsible for all information systems required by these functions. (Page
M-1)

The Budget Diraclor should report directly to the CFO and have principal
responsibility for preparing an annual budget, @ monthly budget with comparisons of
budget to actual results year-to-date, analyses of variances, and a quarierty report
to the City Council and public setting iorth budgeted versus actual results. The
Budget Director's Office should serve as a resource for financial analysis, planning
assistance, and services to other City depariments and agencies. (Page M-2)




[l — Status of the Implementation of the Orqanlzattonal Structure for
Financial Operations

12.  The City Treasurer should report to the CFO and have principal responsibility for all
treasury functions for the City. The Office of the Treasurer and the duties assigned
to that Office shal be as otherwise described in the City Charter. (Page M-2) -

Status: Completed. The City Treasurer and the Budget Director report directly to
‘ the CFO. The CFO has authority over accounting ang financial analysis,

treasury, fiscal planning, budgeting and financial reporiing and the systems

that support these responsibilities. See organizational charts in
Attachment A.

13.  Establish the pdsition of City Comptroller responsible for accounting and financial
reporting, including preparation of the CAFRs and reportlng to the CFO. {Pages
245, 246 & M-2)

14.  Establish the position of Director of Financial Reporting responéibie for the
preparation of the City's periodic financial statements. (Pages 246 & M-2)

Status: The establishment of a Comptrolier position will require a City Charter
change. Anticipaied ballot date is June 2008.. Currently. the duties
outiined for the Director of Financial Reporting are the shared responsibility
of the Auditor & Comptrolier and the Financial Management Director.

More distinct delineation of duties will be established once the Director of
Financial Reporting position has been created.

P—



HI — AQQilLiOolldl nemnelidl 1netnns Jueiisiiey

Since the delivery of my August 24, 2008, memorandum on “Responses to the Remedial
Recommendations Found in the Kroli Report,” staff has combed through the Kroll Report an
additional time and has identified a number of additional recommendations. Most of these
closely tie to remedial recommendaiions already ideniified and often provide some additionat .
clarity. These additional items are discussed below. As discussed in my cover

memorandum to this document, any number listed below that is a whole number {i.e., 4, 20,

52, etc.) reflect remedial recommendations previously identified. The other numibers that

follow {i.e., 4.1, 20.1, 52.1, 52.2, efc.) represent newly reported items.

Remedial Category — Oversight Monitor

4, Original tem. The Momlor sfiould make quarterly reports to the Clty and the SEC
on the City's progress. (Pages 263 & M-14)

4.1. Addifional ltem.  City Monitor quarterly reports should be made public in an
appropriate mannerincluding on the City’s website. (Page M-14)

Response: After the City @ppoints @ Monitor and receives quarterly reports on the

progress of implementation, these reports will be made public on the City's
website.

Remedial Category — Audit Coi-hn’i'iﬁee., an‘nation arid»Du'ties_

20. Original kem. The Audit Commlﬂee should establish a written charter. (Pages 251
& M-6)

20.1. Additional item. The City's Audit Commitiee should approve the annual
compensation of the Auditor General and- the annual budget for the Audltor
General's staff {Page M-5)

ReSQOnse. Requnres City Charter Change Due date is June 2008

Remedial Category - Disclpsdre' '

52 Original ttém. The City Council should have at least two weeks 1o review
substantially compieted drafts of a prelimmary oﬁenng statemeni before it is asked
to voie 16 approve the final document. (Pages 263 & M-14)

52.1. Additional ltem. The City Council members should also establish z reasonable
period of time for the review of a final offering statement document, with marked
changes from earlier drafts. (Page M-14)

52.2 Additional htem. The City CAFR is an integral component of the financial
information provided as part of any debt issuance; the City Council should review
and approve its use following the same procedures as ofiering statements. (Page
M-14)




Ilf - Additional Remedial ltems Identified

2008.

I Response: City Council shouid establish a reasonabie period of time by December 31,

Remedial Category ~ Financial Reporting

57

S7.1.

Criginal ltem. At year-end, a budget should be presented to the City Council
containing a final budget-to-actual comparison, along with an explanation of
variances by department. {Pages 262 & M-13)

Additiona! ltem. Inter-deparimental transfers to meet budgel goals, or for any other

purpose, should not be permitied unless approved in advance by the City Council.
(Page M-13)

Response: It is staff's position that this has beenimplemented. First, the

Appropriation Ordinance has been modified to remove the kind of flexibility
to move funds around that were given the City Manager and Auditor and
’Comptroller in prior fiscal years. In addition, the City Council, through the
Business Process Re-engineering (BPR) Ordmance still has the authority
10 review and take action on any and all movement of funds which result
from BPRs prior to staff's processing any transfers. The City Council will
be asked to approve the ultimate movement of funds via an amendmeni to
ine Appropriation Orginance penodicaily inroughout the Tiscal year,

." Remedial Category — City Funding of SDCERS

107 Original item. The City and SDCERS should make a voluntary disclesure through a

self-reporiing process to the IRS of the amount of any improper diversion of funds
used to pay retiree health care benefits and cooperate with the IRS to bring the City's
refiree healthcare funding into full compliance. (Pages 259 & M-11)

107.1 Additional liem. Make early disclosure of such costs (retiree healthcare benefits) in

its next issued financial statement. (Page M-11)

Response: Whiie the City has not published the Net OPEB Obligation on its balance

sheet, it has disclosed its actuarially developed liability in the transmittal
letter, of the fiscal year. 2003 CAFR. It will-do the samg in all subsequent
CAFRs ang will begin repor‘ung its Net OPEB Obligation in fiscal year
2008.

Remedial Category - SDCERS Board Structure

118

Original ltem. Pnor to any appointment, each polential appointee be reguired to

complete a wntten application listing qualifications for the position and any factors
tha may |mpact on that decision, and that the applicants be required to affirm the
accuracy of the applicafion and a background check of the appiicants should be
done by the appropriate City depariment. (Pages 258 & M-8)
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118.1 Additional ltem. SDCERS board applications should be shared with the Business
and Governance Committee of the SDCERS board. (Page M-9).

Response: City staft will work with SDCERS.

120  Original tem. SDCERS should adopt & formal charier for each commitiee which
should be updated no less frequent than.every three years. Pages 257 & M-9)

120."1 Additional lem. The annual SDCERS CAFR should include a report from each of
its standing commitiees on significant activities during the year. (Page M-8)

Response: . Staff will work with SDCERS staff.
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Afttachment 2

QFFICE OF MAYOR JERRY SANDERS
CiTY OF SAN DIEGO

MEMORANDUM
Date: October 30, 2006
To: Honorable Members of the City Council
From: Mayor Jerry Sanders
Subjeét: Kroll Remediation Status far November 13, 2008, Council Meeting

In my memorandum dated August 24, 2008, | reported my staff had identified 121 items for
remediation from the Kroll Report. These items were grouped by remedial category and
were described in detail along with antimpated due dates. In my memorandum dated
October 5, 2008, | updated you on the status of items due in September 2006. On
November 13, 2008, my staff will meet with you to discuss the following:

o Status of remedial items completed as of November 13, 2008.
» Status of remedial items in-process but not compiete as of November 13, 2006

Attachment A - Mayor's memorandum dated October 5, 2008, Kroll Remediation Status for
October 16,2008, Council Meeting

Attachment B — City Employee Waste, Fraud, Abuse and Ethics Hotline Policy ahd
Procedures Manual (Draft)

Attachment C — Anonymous Submission of Suspected Wrongdoing (Whistleblowers) —
issues for Government Audit Committees to Consider {(source: AICPA)

Attachment D — interest Allocation Remedial Documentat:on

Cc:  City Attorney .
Chief Operating Officer -
Chief Financial Officer
" Independent Budget Analyst. -
SDCERS
John Dyer



l. Remedial ltems Completed

A. ltems Previously Reported Complete

Kroll Items 7-12, 46-47, 48(i), 57.1, 107.71 — see my memorandum dated October 5, 2006
(refer to Attachment A) :

B. ltems Completed Durind this Reporﬁnq Period

Remedial Category — Audit Committee — Formaticm and Duties

24.

Status:

The Audit Commitiee should have respon3|b!hty for the establishment and
rmonitoring of effective policies and procedures for deaiing with "whistieblower"
complaints, including an internal hotline. (Pages 252 & M-6)

Mayoral Office of Ethics and integrity (OEI) task complete; awaiting meet
and confer process results and formation of Audit Committee, see section
H.B. The OEl has drafted a policy and procadures for the City's hotline
process. Refer to Attachment B. In drafting the policy and procedures, the

‘OEl used the American Institute of Certified Public Accountants (AICPA)

tool kit for “Anonymous Submission of Suspected Wrongdoing
{(Whistieblowers) - Issues for Government Audit Commitiees to Consider.”
Refer to Attachment C.

The policy and procedures include protection for whistleblowers and meets
the recommendations of Kroll Report item 24. The OEl is in the process of
“meet and confer” with the City's unions regarding the policy and
procedures manual. Once the Audit Committee is in place, the policy and
procedures will be reviewed by the Committee and changed if necessary
{after “meet and confer” with the unions).

Remedial Category - Budget Policies and Practices

435.

Status:

The City shouid publish, along with the annual budget the significant assumptions
that can materially affect the budget, and a companson of these assumptions
against actual experience in recent years. (Pages 261 & M-12)

Complete. The City's Fiscal Year (FY) 2007 budget is compleie and will be
distributed in November. Included in this document is & section that describes
the assumptions used to develop the budget. As the City develops its first
five-year financial plan, the projections for the current fiscal year will be
frequently updated. This will provide a working tool for the -City Council to
compare budgeted assumptions to actual data.

The City of San Diego does not have actual data for FYs 2003-2005 to
illusirate actual experience against the budget. In preparation of the FY 2008
budget and subsequent FY budgets, significant assumptions will be compared
against actual experience for prior years.



l. Remedial Items Completed

Remedial Category — Financial Reporting

o4.
55.
56.

57.

Status:

The City budget should be presented by month, by department. (Pages 261 & M-
13)

At least quarterly, a report should be prepared reflecting budget-to-actual
comparisons by departiment in aggregate, with an explanation of significant
variances, to be disseminated to the public. (Pages 261 & M-13)

The City budget should present budget-to-actual corriparisons by department, fiscal
year-to-date, along with variances on a monthly basis. (Pages 261 & M-13)

At year-end, a budget should be presented to the City Council containing a final

budget-to-actual comparison, along with an explanation of variances by department.

(Pages 262 & M-13)

Complete. The City budget by month, by department for the first two
accounting periods was provided to the City Council and presented to the
Budget and Finance Committee on October 18, 2008. This report also

. contains budget to actual comparisons and an explanation of significant
variances. The report was made public on the City's website. A similar report
will be published on a quarierly basis. Additionally, on September 13, 2008,
The Fiscal Year 2006 Summary Report was presented to the City Council.
This report contains a iinai Uuﬁgt‘ﬁ io-actuai comparison, aIOﬂg willl
explanations of variances by department.

Remedial Category — Interest Aliocation

74.  The City must develop an improved cash reconciliation process, which is more
automated, documented, and complete. The revised process must support
accuracy, timely completion, and improved ease of review. (Page M-16)

Status: Compilete (internal control operating effectiveness to be iested by

March 31, 2007). A formal documented process has been compieted.
Documentation inctudes an intemnal control matrix, process flow, process
narrative and identification of significant control activities. Additionally,
remediation documentation contains & background discussion, acfions
taken for remediation, design effectiveness assessment, operating
effectiveness assessment and process improvement recommendations.
Refer 1o Attachment D. The CFO briefed Macias Ginni & C'Connell on the
remediation documentation and received positive feedback.

Remedial Category — Reconciliation of Accounts -

84.

The City must develop an improved cash reconciliation process, which is more
automated, documented, and complete. The revised process must support
accuracy, timely compietion, and improved ease of review. (Page M-16)




I. Remedial Items Completed

85.  The City should deveiop and implement a timely and less cumbersome bank
reconciliation process 1o clearly reconcile bank and the general ledger balances.
The improved process should faciiitate timely completion, ease of review, correction
of errors, and enhance communication between the Comptroller's and Treasurer's
staff. (Page i4-16)

Status: Complete (internal control operating effectiveness to be tested by
March 31, 2007). ‘A formal documented process has been compleied.
Documentation includes an internal control matrix, process flow, process
narrative and identification of significant control activities.

Additionally, remediation docurnentation contains a background
discussion, actions taken for remediation, design effectiveness

assessment, operating effectiveness assessment and process

improvement recommendations. .
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'lI. Remedial ltems In-Process

A. Items In-Process Previously Reported

Kroli ltems 1-6 and éG - see my memorandum dated October 5, 2006 (refer to
Attachment A).

There is no update to the status of Kroll item 86. Updated status for Kroll ltems 1-6 is
presented below. : _

Remedial Category - Oversight Monitor

1.

Appoint a Monitor to oversee the implementéﬁon of and compliance with the
Remediation Plan. (Pages 263 & M-14)

The Monitor should be selected by the Mayor in consuliation with the City Council
and subject to the approval of the SEC and should be an independent person of
suitable standing, independence ang expertence for the assignment. (Pages 263 &
M-14)

The Monitor should have complete and unfettered access to all Clty and SDCERS
personnel and records. (Pages 263 & M-14)

The Monitor should make quarterly reports o the City and the SEC on the City's
progress. (Pages 263 & M- ‘14) ‘

The Monitor should serve a term of no less than three years and should be provided
adequate resources to carry the duties of his ofﬁge (Pages 263 & M-14)

The SEC should have the right, "upoﬁ request, to expand the scope of the Monitor's
duties following consultation with the City. (Pages 263 & M-14)

Updated Status: In process. Meetings are being scheduled with the Council and thé City

Attorney to discuss the Kroll recommended monitor. The Mayor will
bring forward a monitor recomrnendatlon( $) as soon as possible but no
later than January 31, 2007. The scape of dutfes term of retention and
qualifications will be' consistent with the Kroll Report and any
subsequent SEC order, if applicable. The Council will have the final
approval over the term of retention, scope of duties and gualifications
through approvat of the contract entered into between the City and the
monitor.

B. Itenﬁs In-Process During this Reporting Period

18.

‘Remedial Category — Audit Committee, Formation and Duties

The City should establish a three member Audit Committee comprised of twe
members from the public and one City Council Member. The public members
would be nominated by the Mayor and confirmed by the City Council. (Pages 251 &
M-6} :
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71l Remedial ltems In-Process

18.  The City's Financial Reporting Oversight Board shouid be eliminated as redundant
to the Audit Committee. (Page M-6)

20.  The Audit Committee should establish a written charier. (Pages 251 & M-8)

21.  The Audit Committee should meet quarterly, or more ofien if necessary, with the
City's independent auditors, the City's Auditor General and the CFO. (Page 252)

22.  The Mayor, CFO, City Attorney, Independent Budget Analyst (added) and City
Council should have the authority to make requests of the Audit Committee and
Auditor General to perform intemal audits of material matters they reasonabily
believe to be warranted. (Page 252)

23.  With the assistance of the CFQO and Auditor General, the City‘s independent
auditors would be retained by, report to and take direction from the Audit
Commitiee. (Page 252)

24.  The Audit Committee should have responsibility for the establishment and
monitoring of effective policies and procedures for dealing with "whistieblower
complaints, including an internal hotline. (Pages 252 & M-6)
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Kroll Report Audit Committee recommendations identified above. The

. Mayor requests the City Council direct the City Attorney to prepare a
proposed Charter change that will meet the Kroll Report recommendations.
The proposed Charter change should be included in the June 2008
generai election. .

Short Term Plan ~ Until the above Charter-change can be effectuated, the

oo 2T Mayor requests the City Council direct the City Attorney to amend the

Municipal Code’, using the Kroll Report language as modified below, to

.-',“;t,”,,/ P, convert the Flnanc:al Reportmg Oversight Board inio the Advisory Audit

Committee which will serve as an advisory board to the Mayor and City
Council.

18.  The City should establish a three member Audit Committee
comprised of two members from the public and one City Council
Member. The public members wouid be nominated by the Mayor
and confirmed by the City Council. (Pages 251 & M-6) No chanage.

19.  The City's Financial Reporting Oversight Board shouid be
eliminated as redundant to the Audit Commitiee. (Page M-6) No
change. '

20. The Audit Commitiee should establish a writien charter consisient
with its role as an advisor to the Mavor and City Council. (Pages
s ! 251 & M-6) :

' San Diego Municipal Code, Chapter 2: Government, Article : Board and Commissions, Division 17:
Financial Reporting Oversight Board

Ry
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Il. Remed:al ltems In- Process

21.  The Audit Commitiee, in coniunction with the Mavor and City
Attomey, should meet quarterly, or more often if necessary, with the
City's independent auditors, the City's Audnor General and the CTO.
(Page 252)

22.° The Mayor, CFOQ, City Attorney, Independent Budget Analy st
{added) and City Council should have the authority to make
requests of the Audit Committee and Auditor General to perform
internal audits of material matters they reasonably believe to be
warranted, (Page 252) No chanoe,

23.  With the assistance of the CFO and Auditor General, the City's
‘independent auditors would be retained by, report to and take
direction from the Mayor and City Council. The Audit Committee will
provide input on an advisory basis. (Page 252)

24.  The Audit Commitiee, in_an advisory capacity to the Mayor and City
Council, should have responsibility for the establishment and
monitoring of effective policies and procedures for dealing with
"whistleblower” complaints, inciuding an internal hotline. (Pages
252 & M-6)

Remedial Category — Ethics

42. Todiscourage any improper influence of the professionals who serve as
“gatekeepers” to the public financial reporting process of the City, the Municipal
Code shouid be amended 1o add criminal penallies for such conduct. It should be
untawful for any elected official, or employee of the City, or anyone acting under
their direction, to take any action to corruptly influence, coerce, manipulate or
misiead any independent certified public accountant engaged in the performance of
an audit of the financial statements of the City or its component units, or outside
legal counsel performing services for the City in connection with an offering
statement of the City, or any actuary performing an actuarial valuation in connection
with the preparation of the City's or SDCERS's CAFRs, or employees of a bond
rating agency performing a credit rating of the City’s bonds. (Page M-6)

Status: Waiting promised Ordinance from City Attorney’s office.

Remedial Category — Budget Policies and Practices

43.  In order o maintain current service levels and address issues such as deferred
maintenance, the City must reduce expenditures by improving efficiency, increasing
the current revenue base, and seeking allernative revenue sources. (Page M-14)

Status: As the City develops its first five-year financial pian, it wili address current
service levels and other budgetary demands.




44,

i, Re;edial lems in-Process

Ongoing expenditures should be supported by ongoing revenues; capital projects
should identify all future cost considerations and financial impacts, including diract
and indirect costs for each Enterprise Fund; activities supported by user fees should
be fully cost recoverabie; discretionary General Fund revenues should not be
earmarked; increase the General Fund reserve {o the range of 7-10%; budget
deveiopment shouid be guided by a long term or sirategic plan proposed by the
Mayor and adopted by the City Council; and after adoption, annual budgets should
be amendead only for urgent needs. Specific funding sources should be identified 1o
pay for these needs. - (Pages M-14 & M-15)

Status: A General Fund reserve poiicy will be presented o the Budget and

Finance Committee at its November 25th Commiitiee meeting and to the
full Council for action at a subsequent meeting in December. The policy
will identify a reserve account, separate from the “deep” reserves, which
will serve as a contingency for unanticipated expenses approved by City
Council during a given fiscal year.

Remedial Category — Retirement Benefits

87.

The City Council and employees should develop realistic retirement plan
parameters for future City hires. This includes positioning the City to attract and
retain the talent needed to meet the cilizens’ expectations for services, not be
viewed as providing excessive benefit |eve!s and creating a plan the Clty can
afford. (Page M-25)

Status: A benchmark study of health and refirement benefits for all employees is in

process. Additionally, benchmark studies of police and fi ire compensation
are in process.



OFFICE OF MAYOR JERRY SANDERS
CITY OF SAN DIEGO

MEMORANDUM
Date: October &, 2006
To: Honorable Members of the City Council ,
From: © Mavyor Jerry Sanders 44.\‘}'}1_,—— ‘QL. %%7 M
Subject: ‘Kroll Remediation Status for October 18, 2008, Council Meeting

' Y [P JI PRy P ~a rm

HSMSTaNGUM S8So r-\ugua\ 24,2008, Tepon wea Hly siall had identiied 121 nems for
remed:ailon from the Kroll Report. These items were grouped by remedial caiegory and

were described in detail along with anticipated due dates. On October 16,2006, my staff will
meet with you to discuss the foliowing:

» Status of remedial items identified for completion in September 2006 (items 1-6,
46-47, 48.ii, 84-86) .

o Status of the 1mpi=mf=ntatlon of the organizational structure for financial operations
(addresses items 7-14)

« Additional remedial items identified (liems 4.1, 20.1, 52. ‘i 52.2,57.1,107.1, 118.1,
120.1}

The numbering convention for the additiona! remedial items folio;v.% the remedial categories
identified in my August 24, 2008, memorandum. For example, “new” item 4.1 maiches the
remedial category of Oversight Monitor and is most closely associated with item 4 from my

prior memorandum.

Attachment A — Financial Operations Organizational Charls

Cec: City Attorney
BA
Chief Operating Officer
Chief Financial Officer
- SDCERS
John Dyer
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~———-—-|=Remedialliems due September 2006 , ' .

A. Completed ltems

Remedial Category ~ City Actuarial Services

48.  The City should periodically, but no less frequentily than every three years, retain its
own actuary to review the SDCERS actuarial valuation and the assumptions used,
and io provide an independent assessment of the valuation and its implications for
the City. (Pages 260, M-11 & M-12)

. 47.  The City must retain its own actuary responsible for determining for the City the cost
of each proposed new retirement benefil and fo issue a report thereon to the City
Council before an ordinance is adopted conferring the benefil. {Pages 260 & M-12)

Status: Complete. The City has retained an actuary, Joseph Esuchanko. The
City's actuary is nearly complete with his first report. The delay in his
completion is the resulf of additional work assigned by the City in order io
assist with the calculation of the City’s Net Pension Obligation for the 2003
CAFR. Revised due date for the report is November 2006.

48.  We recommend that the Mayor and the Budget Director establish a process io
identify and priorilize deferred mainienance and unfunded procurement needs. The
Budget Director should prepare and present a public report identifying cumulative
deferred maintenance and unfunded procurement needs during the annual budget
hearings. The City's approach to funding deferred maintenance and unfunded
procurement should be changed to aliow for increased funding in these areas.
{Page M-21)

In responding io this item, the Mayor's August 24, 2006, memorandum identifies
four specific components (i, ii, iii and iv). Only items i and ii are addressed below.

i (48.1) Development of a Faciiity Category Index to identify facilities and assets
critical to the mission of the City and prioritize those assets for funding to
address deferred maintenance requirements.

Status: Completé. The due date indicated in my August 24, 2006, memorandum
for this item should have been September 2006 instead of September
2007. This date was transposed with item 48.ii.

ii (48.i1) Development of an asset inventory to create current inveniories of
essential infrastructure assets (e.g., Chiller Plants, Boilers, Pumps, High
Voltage Switch Gear).

Status: Not compleie. The due date for this item was missialed as Sepiember
2008. The correct due date is September 2007




| - Remedial ltems due September 2006

B. In Process ltems

Remedial Category - Oversight Monitor

1. Appoint 2 Monitor 1o oversee the implementétion of and compliance with the
Remediation Plan. {Pages 263 & M-14)

2. The Monitor should be selected by the Mayor in consultation with the City Coungil
and subjec! to the approval of the SEC and should be an independent person of
suitabie standmg independence and experience for the assrgnment (Pages 263 &
M- 14)

3. The Monitor should have complete and unfettered access o all City and SDCERS
personnel and records. (Pages 263 & M-14)

4, The Monitor should make quarteriy reports to the City and the SEC on the City's
progress. (Pages 263 & M-14)

5. The Monitor should serve a term of no less than three years and shouid be provided
adequate resources 1o carry the duties of his office. (Pages 283 & M-14)

6. The SEC should have the right, upon request to expand the scope of the Monitor's

- dulies 1oliowing consuuanon with ine City, (Papes 283 & M-14)
. Status: in process. The appointmen! of an SEC approved Monitor is a
recommeandation that the Mayor supporis. Further discussion with Council

and the City Attorney's Office is needed o determine the term of retention
and scope of duties, That discussion will occur prior to the

November 13th, 2006, Council dale, where z detailed presentation will be
made.

Remedial Category — Reconciliation of Accounts

84.

85.

The City must develop an improved cash reconciliation process, which is more
automated, documented, and complete. The revised process must support
accuracy, timely completion, and improved ease of review. (Page M-16)

The Cify should develop and implement & fimely and less cumbersome bank
reconciliation process 1o clearly reconcile bank and the general ledger balances.
The improved process should {acilitate timely completion, ease of revisw, correction

of errors, and enhance communication between the Comptrolier's and Treasurer's
staff. (Page M-16)

Status: In process. Cash for fiscal years 2003 and 2004 have been reconciled and

reported 1o the City's external auditors. The establishment of 2 formal
documenied process will be compleie by November 2006,



i --Remedial-ltems due-Septemiber 2006

———— s

85. City Departments should reconcile all accounts receivable and deferred revenue
accounts ic supporting information at period ends. Supervisors should review these
reconciliations for compleleness and accuracy. (Page M-23)

Status: in process. This is & significant task requiring reconcifiations by each City
department with material revenue. The process documentation for
reconciling accounts receivabie and deferred revenue to supporting
information for each period needs {o be updated. Subsequently,
appropriate City employees require training on the process. Finally, the
processes (by department) need to be tested to confirm operating
effectiveness. Revised compietion date is June 2007.
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Financial Operations

Remedial Category - Organizational Structure

7.

Ceniralize accouniability for the accuracy and credibility of the City's financial
reporiing under the CFO. The areas of responsibility would include, & City
Comptroller, & Direcior of Financial Reporting, the Financial Management Director,
Director of Debt Management and City Treasurer. (Pages 245 & ii-1)

Status: Completed. Prior to January 2006, the City's financial reporting structures

were distributed throughout the organization. Some reported up to the City
Manager through a Deputy and Assistani City Manager while the City
Auditor & Comptroller, a separate department, reported to the Mayor and
Council. This structure did not promote coordination, communications,
accountability or transparency. One of the firs{ changes 1 made upon
taking office was to create the position of Chief Financial Officer (CFQ)
who is responsible for what | am caliling the Departmen! of Finance. The

CFO is ultimately accountable for the accuracy and credibility of the City's
financial reporiing. )

See organizational charl in Attachment A, 2006 Depariment of Finance.
The City Comptroller (Auditor & Comptrolier), Director of Financial

Reporting (Financial Management), Director of Debt Management (Debt
Management), and City Treasurer (Treasury) report directly to the CFO.

The Director of Pianping, Budgeting and Financial Analysis (Financial Management
Director) should report directly to the CFO and have principal responsibility for

_preparing an annual budget, a monthly budget with comparisons of budget to actual

results year-to-date, analyses of variances and a quarterly report to the City Council
and public sefting forth budget versus actual results. (Pages 246 & M-2)

Status: Compleied. The Financial Management Director reports directly to the

10.

CFO and has primary responsibility for preparing the annual budget.
Quarterly reports have been provided to the City Council and pubiic.

The City Treasurer should report to the CFO and have principal responsibility for all
treasury functions for the City. (Pages 248 & M-2)

The CFO should have primary responsibility for, and have as direct reports,
personnel with functional authority over accounting and financial analysis, treasury,
planning and budgeting and financial reporting. This should inciude authority over

those responsible for all information systems required by these funclions. (Page
M-1)

The Budget Director should report directly to the CFO and have principal
responsibility for preparing an annual budget, 2 monthly budget with comparisons of
budget to actual results year-io-date, analyses of variances, and a quarterly repor
to the City Council and pubiic setting forth budgeted versus actual results. The
Budget Director's Ofiice should serve as a resource for financial analysis, ptanning
assistance, and services o other City departments and agencies. (Page M-2)



- ,___-||L_, Status of the-Implementation” of the™ Orqanlzatlona! Structure for
' Financial Operations

i

H

"12.  The City Treasurer shouid report o the CFQO and have principal responsibility for all
treasury functions for the City. The Office of the Treasurer and the duties assigned
to that Ofiice shall be 2s otherwise described in the City Charter. (Page W-2)

Status: Completed. The City Treasurer and the Budget Direclor repon dirzcily to
the CFC. The CFOQ has authority over accounting and financial analysis,
treasury, fiscal planning, budgeting and financial reporting and the systems

-that support these responsibilities. See organizational charts in
Attachment A,

- 13.  Establish the position of City Comptrolier responsible for accounting and financial
reporting, including preparation of the CAFRs and reporting to the CFO. (Pages
245, 2486 & M-2)

14.  Establish the position of Director of Financial Reporting responsible for the
preparation of the City's periodic financial statements. (Pages 246 & M-2)

Status: The establishment of a Comptroller posmoh will require a City Charter
change. Anticipated ballot date is June 2008. Currently, the duties
outlined for the Director-of Financial Reportlng are the shared responsnbehty

~F b AL

TS ~
i u = nuuuul u uuuluuum—l Arul Ilu—! P!hnhf"ﬂ' "”3[‘;3,_,“,“5“1 Ul!cblUI

More distinct delmeatlon of duties will be establtshed ance the Director of
Financial Reporting position has ‘been created. .
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Since the deiivery of my August 24, 2008, memorandum on "Responses to the Remedial

Rzcommendations Found in the Kroll Repor,” stafi has combed through the Kroll Report an

additional time and has identified 2 number of additional recommendations. Most of these
. ctosni'yt'w to remndial racommendations already idnntiﬂed and oﬁen provide some additional

memorandum to this document, any number listed beiow that is 2 whale number'(l.e., 4,20,
52, etc.) reflect remedial recommendations previously identified. The other nimbers that
follow (i.e., 4.1, 20.1, 52.1, 52.2, etc.) represent newly reporied items. '

Remedial Category — Oversight Monitor

4. Original tern. The Monitor should make quarterly reporis to the City and the SEC .
on the City's progress. (Pages 263 & M-14)

4.%1. Additional tem. City Monitor quarterly reports shouid be made public in an
_appropriate manner including on the City's website. (Page M-14)

Response: After the City appoints a Monitor and receives quarterly reporis on the

progress of implementation, these reports will be made public on the City's
website.

Remedial Category ~ Audit Committee, Formation and Duties

20. Original ltem. The Audit Cornmlttee should estabhsh a writlen charter. (Pages 251

. . & M)

20.1. Additional item. The City's Audit Commitiee should approve the annual
compensation of the Auditor General and the annual budget for the Auditor
‘General's staff. (Page M-5)

Response: Requires City Charter Change. Due date is June 2008.

Remedia! Category — Disclosure

52  Original Item. The City Council should have at least two weeks to review
substantially completed drafts of a preliminary offering statement before it is asked
to voie to approve the final document. (Pages 263 & M-14)

52.1. Additional Item. The City Council members shouid alse establish a reasonabie
© period of time for the review of a final offering statement document, w&th marked
changes from eariier drafts, (Page M-14)

‘52,2 Additional liem. The City CAFR is an integrai component of the financial
information provided as part of any debt issuance; the City Council shouid review
and approve its use following the same procedures as offering statements. (Page
M-14)




—.-—l-—-Additional Remedial ltems-ldentified - T

Response: City Council should establish a reasonable périod of time by December 21,
2008.

Remedial Categary - Financial Reporting

57 Qricinal tem. At year-end, a budget should be presenied io the City Council
containing a final budget-io-actual comparison, along with an explanation of
variances by depariment. (Pages 262 & M-13)

57.1. Additional ltem. Inter-deparimental transfers to mest budget goals, or for any other

purpose, should not be permitied unless approved in advance by the City Council.
(Page M-13)

Response: it is staff's position that this has been implemenied. First, the
Appropriation Ordinance has been modified {o remove the kind of fiexibility
to move funds around that were given the City Manager and Auditor and
Comptroller in prior fiscal years. In:addition, the City Council, through the
Business Process Re-engineering (BPR) Ordinance still has the authority
to review and take action on any and all movement of funds which result
from BPRs prior io staff's processing any transfers. The City Council will:
be asked 1o approve the ullimate movement of funds vna an amendment 1o

PN AL o o
the ‘”“p”‘p"'"*'cn Ordinance uclluUlunlw llllg,lll( DL the Tigeal year.

Remedial Category — City Funding of SDCERS : ')

107 Orioinal tem. The City and SDCERS should make a voluntary disclosure through a
self-reporting process to the IRS of the amount of any improper diversion of funds
used to pay retiree health care benefits and cooperate with the IRS to bring the City's
refiree healthcare funding into full compliance. (Pages 258 & M-11)

107.1 Additiona! ltem. Make early disclosure of such costs (refiree healthcare benefits) in
its next issued financial stalement, (Page M- 1'1)

Response: While the City has not published the Net OPEB Obligation on its balance
sheet, it has disclosed its actuarially developed liability in the transmittal
letter of the fiscal year 2003 CAFR. It will do the same in all subsaguent
CAFRs and will begin reporting its Net OPEB Obligation in fiscal year
2008. :

Remedial Category — SDCERS Board Structure

118  COriginal ltem. Prior to any appointment, each potential appointee be required to
compleie & written application listing quaiifications for the position and any factors
thal may impact on thal decision, and that the applicants be required io afiirm the
accuracy of the application and & background check of the applicants should be

" done by the appropriate City department. (Pages 256 & M-9)
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118.1 Additional liem. SDCERS board applications should be sharéd with the Businascs
and Governance Commitiee of the SDCERS board. (Page M-9)

Response: City staff will work with SDCERS.

120  Original liem. SDCERS should adopt a formal charter for each committee which
should be updated no less frequent than every three years. Pages 257 & M-8)

120.1 Additional Item. The annual SDCERS CAFR should include a report from each of
its standing committees on significant activities during the year. (Page M-9)

Response: Staff will work with SDCERS staff.
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Etiective Daie i

Prelude

The purpese of the manual is 1o assist Depariment Direciors or their designes,
Agencies, and anyone involved in the Employee Hofline or citizen complaint
investigations to ensure they undersiand their responsibilities. 11 is also intended
to provide consistency among all parties involved in the management and
conduct of Employee Hotline or citizen complaint invesjigdﬂ‘éns.

Py
3

Office of Ethics and integrity
[619) 236 -7072

deputychietethicsiniegritv@sandiego.gov


mailto:deputychiefethicsiniegrity@sandiego.gov
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L.

Overview of the Employee Hotline and Complaint Program

A infroduction

of the Employee

History In an invesiigaiive repor! authored by Vinson & Elkins L.L.P.
[V&E Report) dated September 14, 2004, and adopted
by San Diego City Councit as Sdn Diego Municipal Code
§26.1703(c) in Oclober 2004, recommendations were
made o “estabiish procedures o recegive and respond to
any compiaints or concerns regordlng accounting,
infernal controls or oudlimg matiers, mciudmg procedures
for the confidential - cmd ononymous su"bmlssuon by
employees of any such compldints or concerns.™’

Implementation

Holline

= TREERE R,

response o Scm 'egép unmpol Coée §26. 1703{(:)

s

OEl Role pon "’rhe iransition to the Strong Mayor form  of
Govemment on Jonuor\/ 1. 2004, the Mayor's Office of

":;’:-:3..:__W;th|cs and Integrity [@El} was created and now, through

»compiamts

Objective The pnmory’objecnve of the Employee Hotline/Complaint
"%: progrom is fo provide a means for Cily of San Diego
employees and citizens to confidentially report 1) any
oc’nvn‘y or conduct in which he/she suspects instances of
fraud, wasie, or abuse, 2) behavior not conducive io the
~ City's ethical policies, rules and reguictions, and 3}
violations of cerain federal or siale laws and regulations
{e.g.. laws prohibiting discriminafion or whistieblower
laws},

Structure With respect 1o the Employes Hotine, an independent
third-party provider receives calls from City employees,
providing compiete confidendiclity.  The calier can
choose io remain anonymous. The third-party provider
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issues reporis for each call and submits the reporis to OFI
for review and referral.

Employees and citizens may aiso contact OFl directly via
email (oei@sandiego.qgov) or by phone (619-234-7182).
These communications are also freated confidentially.



mailto:foei@sandieao.aov
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B. Terms & Definitions
Fraud A dishonest and deliberaie course of action that results

in the obtaining of money, property or an advaniage to

which the City employee or official committing the

action ‘would not normally be entitled. Intentional

misleading or deceitful conduca‘ that deprives the City
of its resources or rights.

Examples of « Falsifying financial records to rﬁi{é"'represem financial
Activities - data or concac! 1he theft of money o Cﬁy property.
involving Fraud

(not an all- » Theft of mlsuse of City . oﬁ San Daego _money, ‘
inclusive list) equipment, supplies cmd/or other maieriafe:™

. in’renﬂonolly mlsrmpresenhng ’rhc\ cosi of goods and
services prowde

_ . ”Foisrfymg poy EE’” mformohon

Wasie = The m’r’éh‘nonol or‘ Unln’fen‘nonot thoughtless or careless
: expendlture consump’non mismanagement, use, or
""squcmdermg of City resources. Waste abso includes

mcurrlng Uhhecassary cosis because of inefficient or

merrechve proc‘ncps systems, or conirols.

Excmples of . 'UnneE‘éssory spending of City funds io purchase

Achvmes supphﬁs or equipment.
Involving’ Wcste ;
{(not an all-~ Failure 1o reuse or recycle Major rescurces or reduce

‘J..

inclusive hsf) waste generation.

Abuse Infenfional  destruciion,  diversion,  manipulation,
misappiicafion, malirsaiment, or misuse of City
resources. Exirovagant or excessive use-¢s to abuse
one’'s position or cuthority, Abuse can occurin financial
or non-financial settings.

Examples of e Failure 1o repori domage to City mqmpmﬂm or
Activities property.
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involving Abuse
(not an all-
inclusive list)

Receiving favor for awarding contacts to certain
vendors,

» Using one's position in one City department to gain
an advantoge over anciher City resident or vendor
when congucting personal business in another City

depariment.
Ethics Intake and The Ethics infake and Review Commitiee is composed
Review of {1} the Depuly Chief- Ethics and Iniegrity, {2) the
Commitiee Personnel Director, (3) The Auditor Generot or designee,

and (4} the Ethics Audn‘ and Comphonce Specialist. This
commiitee meets regulcrly to review comp!c:m’rs which
have been made to OEI‘ el’rher through the- cmpioyee
Hotline or by any other means.

i

Govarnmaentai C.onsist of T foliowing: 3an Didgo Moy mnicinal Code ot

Ethics Laws _ Chapier 2, ; _|c’ie" Division 29 IElechons Campaiaon

Control_Ordinance) hcpier 2, Arlicle 7, Division 35

(Eihics Ordinanée); and Chapter 2, Ariicie 7, Division 40
Auticipgdl Lobby’mwg Ordinance).

The ET}}ICS Commlssmn enforces violations of the Election
Compongn Comro]r ‘Ordinance, the Ethics Ordinance,
- ,_,.;Municapol Lobbylng Ordinance.

T

City Ethi‘c':"'afl;;w - City===Charter sec’nons Administrative  Regulations,
Policies, Rules & Personnel Reguiations, Council Policies, and City EEO

Regulahons Pohcy regordlng subjects mciudmg

o Avoidcnce of the Appearance of Impropne’ry
. Confrdenﬂol:’ry

« Conflict of Inferest

» Electronic mail and Internet Usage
Employment of Relatives

Future Employment

Gifts/Favors

improper Use of Position
incompaiible Employment
Nendiscrimination

+ Objective Coniracting Process

iThe auditor General position is subject io Council ond Voter Approval. In the interim, we will use the existing
process that is analogous 1o the Cily.
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» Obligations o Citizens

» FParticipation in Poiitical Activities

+ Reporting improper Conduct/Whistleblower
Protecfion

« Sexual Harassment

+ Use of City Resources for Private Gain

Employee Any person who ts employed by"f(h"e City of San Diego.

Complainant A party [employee or citiz n) 1h01 lodges a compiaini
~orconcern, written or o‘rrierwuse with ’rhe Off ice of Ethics
and lrﬁegmy

Complaint An expression of dissa srochom "r‘o couse or reason for
complaining: a gnevonc "--f‘led by either an empioyee

or l"‘l"’l?@h 1 uf ‘I.hl.;i NSniLa 1:

"Compiainﬁ{l%swiﬁlﬂ!}_mclude lncadent Repor‘rs resutting from

Third-Party
Provider

1€ case? mancgemeni system converts the information
recéived Through the interview process into an
orgonzznd report called an Incideni Report.  These
reports’ are disseminated o OEl's designated recipients
(See Seciion IV ~ Dissemination and tscalation Teams
for further deiails). |

Incident Reporl,,

"_.__ summory of all incident reporis by type [e.g., policy
ssues, empioyee relations, cusiomer relations) within a
specified period of time. This repori is availoble on the

Summary i
Complaint Repori _

OEl website.
Ciosed Hoftline A summary -of all closed non-personnel incident reports
Calls Report within a specified time pernod. The Summary Complaint

Report includes the date and iims repors were
received, incident types, and briet descriptions of the
incidenits. This report is available on the OFl website.
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Case The Network's oniine tool to faciitate @ thorough
Management ' inferview that adapis to the issues identified in each
System call, and o the monitoring of investigations. I aifows
OEl fo documeni ¢ll oclivities in o single, ceniralized
system.
Response . _ A reply or an answer from the desighated division or -

department head that oddresses the followmg

» A description of on :mmedlofe plan 10 oddress the
issue/concern, :

» Descriptfion of @ plon o,prevenf the lssue/concern
from hogpnnmg again, if warranted and

« Description "J_ﬁe fesolution of ihe issue/concem.

Audit Commiftee! The Audit Commm‘ee | mpnsed of Three members, two

[ S il - i~ i - — )

re- f"hl"\f'\ll"\1l=l!1
= r_,r_, RSN} RN r_luul\— i il

confrmed by the ' Councn and one is a member of
.--=f.j___Councul The iwo publlc members should have experiise in
; G‘

-

.f;"?o monitor the performance of the City's internal
0 audit function and Audiior General; and

"+ To retain the independent auditor, who will report 1o
and 1ake direction from, the audii commitiee.

 The Audil Commitiee is subject 1o Council Approval. In the inferim, we will use 1he exisfing process that is
anciogous io the Cily.
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Auditor General The Auditor General is nominated by the Mayor ond

confirmed by a majority of the Cily Councit. The Audifor
General is responsible for inierngl qudiis of the City's:

1. intemal controls;
2. financial accouniing, reporting and disclosure;
3. operations; and

4. incidents of fraud, wasieand é’buse.

Citizens’ Review  The Citizens' Review Boord of Police ProcﬂéeS'
Board of Police
Praclices

= reviews and evoluaies senous complom’fs ‘brought by
the pubhc against ofri_ of the Police Doporfmem

7 fes theio m:nls’fro’non of
Tig ;:I"?om sustained complaints.

"The auditor General posifion is subject 1o Council eng Voier Aporoval. In the interim, we will use the exisiing
process thal is anologouws jo the City.
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I. Prochessing of Employee Hotline Complaints

1. A third-party provider shall receive and record all hotline calis
through @ designated ioli-free number published to City
amployees Information from such calls s recorded on an

"Incident Repon.”

2. Upon compiefion of a comploinant's call, ihe independeni
third-party provider sends an Incident Report via e-mail fo the
City's designaied dissemination team.. compnsed of {1) the
Deputy Chief Ethics and integrity, (2) the. Eihlcs Audit and
Compliance Specialist, and (3) ’rhe Auditor Generol' OEl
Ethics Audit and Compliance SpecnohsT shall be respons:ble
for logging those complaints that come dlrecﬂy to the- @EI 3
third-party's Case Management Sys’fem-"'-r?. A copy of ’rhe
incideni reports will be forwarded o the Ethics Commission.

cch repor? fo

. coniozned in these * pollcves ondﬁ'\«procedures shall
preclude”?: e Ethics Gon ;,_m!smon from exercising its

investigatory dh_ /or enforcement authority as

sn;\t«forih in tho Eleciion Ccmpougn Control Ordinance,
rEthics Orfﬂmonce cnd ‘rhe Mummpol Lobbymg

n'\ : he col[ in ihe instance where the
complcmom has identified him/herself, the thwd—por’ry
. provider shdlvcxsk whéther OEl may share his/her ideniity with
i persons oudee .of OEL Ideniities of complainants will not be
‘ shared ou?stdﬂ of OFl without such permission. -

4, ln’roke and~R "V|ew Committee reviews tha complaint and
oeterml Swhaiher it meets the criteria as set forth in Section
VilI, B, “Criteria for referral and resolufion through OE! (i.e.,
allegations involving unethical conduct, fraud, waste and
acbuse]. |If the complaint meets the criteria, the Commifiee
determines the appropriate City depoﬁmem for referral for
investigation/resolution.

5. At the discretfion of the OEl Deputy Chief or his/her designee,
and based on the circumsiances of the complaint, the

. i The Auditor Genercl position is subject 1o Council end Voler Approval In the interim, we will use the exisiing
process thal is analogous 1o the City.
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complaint ' may be referred 1o the appropriaie department
for action prior fo the Intake and Review Commitiee
meeting. : S

6. -If o compiaint is received by OFEl which contains allegations
of misconduct or wrongdoing involving a member of the
infake and Review Commiliee, the membear shall be
informed a compiaint has been filed. That member shall
immediately recuse him/herself from ’rhe rewnw of such
complaint. S

7. As follow-up, the OEl Deputy Chlef or hls/her oemgnee may
determine that an OFt sioff member tay need o obtain
clarification or odditional nnformo’non from the cornplcnnom
regarding the complom'r/ollegc’non -

8. OFf! staff member prepores and fom?'a §5"a memoranduir

ulld Y Uf lllc IllL.luGlll I\ULJUII ‘;-IU‘ lllc‘ L..IL_JLJIL)IJll(]l(—a
department head, wﬁh».-w_l’fhm 2 busingéss days of the
Committee's review. The e'morondum odwses of the filing
of the complcmi requesis a resy nse and odmsas of the
val mformoi:omwoncernmg the

t of The, complaint is.a supervisor/manager at any
nj will be forworded To and should be

10. .Complcm‘rs ollegang cnmlnol activity will be forwarded to the
~+_San Diego Pojlce Department for investigation.” Complaints
*i qgainsi sworn officers may be forwarded o the Citizens

'Rewew Bocrd of Police Practices for referral 1o Internat Afairs.

felly '"ﬂ“‘:ollegmg improper financial activity and fraud,
wosie or *Abuse will be referred io the AUdITOf General for
mves’noo’non

12. If o compiaini involves a department head, it is forwarded io
the appropricie Deputy Chief for investigation/review.

13. Departmeni Directors and any olher personnsl involved in
the investigation of a complaint shall not share the substance
of a complaint with anyone except these individuals who ore
directly -involved in conduciing fhe investigalion. Such
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14.

15.

16.

17.

-personnml provided with this informatiion shall hold all

information obtained as conﬂden‘no to the grealest extent
possnble

If it is deemed necessary by the Department/Division head io
disclose the ncture of the allegation(s] to the target for
investigaiive purposes, such may be done by providing only
‘o summary of the allegation(s}. However, care shouid be
iaken to provide no information thaf would compromise the
complainant’s or any witness' identity. Shonng allegation(s)
of non-compliance outside of the OFI intcke process may
consiifute cause for an ethics complaint and/or for a legdl
claim of defamation.

Breaches of confidentiality may resuH in discipiinary oc‘non
carried out through the existing process ond procedures.

OFEl staff member ensures, through mom’rormg and reminders

is the offeciad ﬁaprw-rm 1 hnnr{ trerd 'hmr.ulv mvnchhmh\:a

and resolution activities:: are- undeﬁcken N’ response’ io
complainis received Through the hoﬂme- )

The OEl Deputy-Chief or hzs/her demgnee i conjunchon with
the Intake’ and’ Revsew Comml’riee will review the response
submn‘ted by the DWISIOn or Depor’rmen’f head io determine if
ihe ol!egohon(s) rcnsed in ’rha complaint have been
odequoie}y oddressed in the response. Upon such a
deiermmohon a memo from OEl to the Division or

. Depcr‘imom heod will iReféafter be provided, mdiccﬁng

closure of *fhe moﬁer

However, if ’rhe response is deemed fo :ncdequo‘fely oddress
the oiiegohon(s raised in the complaint, the Division or

",Deporfmem heod and oppropriaie Deputy Chief will be

noﬂfed The' Division or Department head will be provided
an oppon‘unl‘ry to provide further clarification of the response
ond/or to further acquire additional mformohon or to periorm
other actions as deemed necessary.

in the instance where o complainant hos ideniified
him/herseit, such complainant will be notified of the OFl
action on or referral of the complaint. The complainant may
be advised thai, in the insiance of a referral, Ol may not be
able 1o provide the complainant further information
regarding the ouicome of his/her complaint.




OFFICE OF ETHICS AND INTEGRITY | Page o
Policias and Procedures Manual ' 13 of 27

Effactive Dale

City Emplovee Hotline ond Complaint Program
_ TBD

Iit.  Processing of All Other Employee Cbmplcin‘fs |

1. OEFl receives complainis by means othar Thonﬁhrough the Employee
Hotline (e.g.. e-mail, telephone, letter, etc.). Compiginants may
remain gnonymous.  / :

2. It the'complaint is orally provided either in person or by ielephone, an
OEl staff member records, in writing, the fociudl aliegation(s) of the
complaint and affempts io obtain odequo1e lnformcmon to faciiitaie
an effective review. i

3. OfEl staff member logs the complcunf cmd plocns O fime/date siamp
on all such complainis received. : :

5. Once entered inio the cosg monogemenffsys’rem the complaint is
processed according to procedures}os set forth iR, SC‘CTIOH I, 2-14. ' .
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IV. Dissemination and Escalation Teams .
Disseminaiion Upon compleiidn of the call, the third-party provider
Team sends Incident Reports 1o the City's designaied

dissemination team. The ieam consisis of the following:
(1} Deputy Chief Ethics and Iniegrity, {2} Ethics and
Compliance Audit Specialist, and (3} Audiior General!

A copy of ali the incident reports will be forwarded to
the Ethics Commission Direcior, He/she reviews each
report to determine if there exist factual allegaiions
suggesting a violation of any governmental ethics laws.
Nothing contained?in these policies and procedures
shall preclude the Eﬂ'uc:s Comrnission from exercusmg its
siatutory investigatory cmd/or enforcement authority as
set forth in the Election Compolgn Control Ordinance,
the Ethics™ Ordmoncn andthe Mumapol Lobbymg

f-\vﬁ' nonce rkr\v

Incident Reporf

_When @ repor’f i§:received fhat s designated for
3 éscoio’non (reporis of high risk/threct situations requiring
Immecucﬁe notice)ithe third-party provider shall call the
oppropnc’ie desmgncﬁed agency represenictives
"'"lmmednoiely The' City has designated the Auditor
eherals for ﬁncncmi emergencies, the Personnel
o D1rector for personnel -related matiers, and the Labor
Relohons ‘Manager for workplace violence. The notified
Tepresemoﬁve will inform the Depuly Chief Ethics and
fegrity of the call and respond as detfailed in Seciion I,

2..1_4. .

Escalation Team

Process S’mndcrd incident Report Dissemination

Incident Reports shall be disseminaied by the ihlrd-
parly provider, within two hours via email ic the
dissemination feam members.

"The Audiar General position i subject 10 Council end Voler Aporoval. In the inerim, we will use fhe exisiing
process that is onalogous 1o the City. ‘
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. Escaiation

" if one of the foliowing Incident Types is assigned to an
Incident Repen. and if if is determined the incident will
happen again within 24 hours, then escalation s
automatically tiggered. Such Incident Types are:

Falsification of Organization Records
Fraud g
Froudulent Insurancé Clcnms

Kickbocks _“' g

lmproper Relecse of Propneiory Informohon
Substance; Abuse

Theft of Cash - _
Theft of Goods/Si 3
Product Quality Co‘ncern

W '?’lcaca Vloience/ThreoTs

The third- porT prowden, shall |mmed|c11ely cal the
appropriate %% de§igncigaizg;;. escalation team
Jepreseniative | filhcident Réport meets both of the
: O]]OWIDQ criteria :

O 0 0o 0O 0 O 0o 0 O

)

Threof of or actual harm 1o employees,
f&lstomers, or opero‘nons

",éy;_mgnlﬁcon‘f incident proiecied io reoccur
_wnhln 24 hours

such reports are checked by the third-party
prowder S"Quality Assurance Team prior 10 coniacting
H‘\e designated parsons on the City's Escalation Team.

if 1}he Deputy Chief Ethics and Integrity believes that
-»ony communication received by Otl or any OFl staff
“rember corsiitules @ threal io any individual,
organizaiion, or o the public, he/she shall immediciely
notify the appropriate escalaiion team member and

any other individualls) as is deemed appropricte,
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Processing of Citizen Complaints

1. OFl receives corﬁploin‘rs of waste, fraud and abuse and/or other
unethical conduct from ciiizens through a variety of means, including
e-mail, ielephone, letter, elc.

2. I the compiaint is provided orally either in person or by telephone, an
OF! siaff member shall record, on a szens Complaint Form, the
factual allegation(s) of the complaini;; ond attempis to obiain.
odeaguate information to facilitate an effechve rewew

on otl such complgints received.

4. OEFl staff member assigns a case number io each complolm‘ ‘ro
facilitate a follow-up progess. As foliow-up the OFl siaif member may
need to clarfy or obt’"‘" 3 ddmonol mformohon regarding the
(‘nmmlmrnumm ] nu nr{_{

5. Once assigned a case number The;conibl'cunt is proc:ﬂssed according

LargtE
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VI. Security for Complaints and Associated Reports, Working
Papers, and Other Documents

Policy s -All complaints, associaied reports, working papers, and
other documents detailing employee and citizen
complaints, which are received either through the
Employee Hotiine, by mait, e-mail ahd those documents
or notes of any oral converso’nons w;Th City empioyees or
citizens, shall remain conﬁdenhc ‘at oll hmes

"~ «  Such complainfs, ossocmfed Teports, workmg papers, and
other documents shall, ONLY be discussed with the Ethics
Audit and Comphonce Spt—:-mc:hs:[I the DepuTy Chief Ethics
and Iniegrity and other mdlvsducﬂs as de’torm:nﬂd by the

intake and Rewew Comm:’rte

NG copies cre. TO be made of u-." COMPIGInT, 4sso
Xc

reporis, workmg papers and o’rher documnn‘ts ex

discussion in in’roke ond Revnew Congmee meetings or

when forworded 30 a depcﬁmem head for investigation
h

and The;,ongmoi complolm‘s associated repoﬁs working
*. papers, and oiher d°ocumen’rs shall be maointained in a

""isbcuredkmonner by on OEl staff member as desagnoied
OF Deputy Chtef :

n»-v-»

;_}_ncmené Rnports ond associated case numbers shall ONLY
"be prowded to individuals who are responsipie for
conducnng ihe investigation or reviewing of the
complomT Such information shall be heid in sirict
confdence

. The confden‘no[lfy of all compiaints, associated reports,
worklng papers, and other documents shal be
maintgined at ol times by Ofl and
investigating/reviewing departments,

« Only the Deputy Chief Ethics and Integrity or his/her
designee, in conjunction with the Office of City Attorney is
outhorized io deiermine the disfribution or relecse of any
complaints, associcted reporis,” working popers, other
gocumenis and comespondence associaied thereto, in
accordance with the Californic Public Records Request
Act (CPRA).
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Confidentiality

Custodian Of
Complaint
Documents

. All complaints, associated reports, ‘working papers, and

other documents concermning the review or investig ation
of complaints shcll be marked as Confidential documents
by OEl and invesiigating/reviewing depariments.

. Sirict confidentficiity shall be maintained by OF and

investigafing/reviewing departments  throughout  the
processing of cll complaints and through
dispasition/resolution and oﬁer;,

=N

OEl shalt mainiain cusiody of. comp!ost ossocu:ﬂed reports,
working papers, and all other periinent mformo’non regarding
any investigations of Compictms Other por’nes involved in
the investigation shall also re'fom Thelr own documemohon
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VI Reques’ré for Information Regdrding All Complaints

1. All requests for informaiton concerning any employee or citizen
complaini sholl be directed for response 1o either the Ethics Audit and
Compliance Specialist, the Assistant Deputy Chief Ethics and Integrity
or the Deputy Chief Eihics and Integrity. The OEl shall respond to such
requests as permissible under applicable sTote low and City policy,
rules and regulations.

2. Departmenis shall refer io OFEl any CPRA &t othér requests for
information regarding complom?s rncelved through OEl or the
Employee Hoftline.
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Viil. Referral of Employee Complaints

A, Background

Policy City employees who have compiaints or concerns regarding
waste, fraud and abuse, individual or organizational
processes, or who allege of non- complionce with City rules or
regulations that relate fo ethics, dre encouraged fo repor
such complaints or concerns to: ®El AII such complaints ang
concerns shall be rewewed by the - lmoke and Review
Commitiee for @ de’lermmo’non of whethar the allegation(s)
are credible and Opprop e for deporfmem referrol through
OEL - :

e
B. Methodology for Referrc! of Comp']clnfs

v

lfewed the” Ethics Audit ond
reveews and evoluo1es the

Procedures *  AS complcm’rs are

the Inv ke and Review Commitiee shall
oﬁeVbry two weeks 10 review the Incident Reports

EZV'Depufy Chief
Depariment Director
Police Department
Auditor General
Ethics Commission
Citizens Review Board of Police Practices
Equal Employment Investigation Office

Cther referral as deemed cppropricte by the
Commiitee

O ¢ 9 O o ©0 o O

+ OFl shall prepare ¢ transmittal memo [refer 1o Section IX

. for examples) and attach ¢ copy of the incident report.
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» The Eihics Audit and Compliance Speciclist shall
maintain ¢ database thatl includes summary information
from each complaini, assignment date, assigned i,
meeting notes, memo sent daie, forms seni date,
received depariment response, and complaint matter is
closed. This informcfion is com‘lden‘noi and shalt be
securely maintained.

Criteria An incident report shall comom oli of ihe elements listed
below to be within the purvnew of the Ofﬂce of Ethics and
integrity, which will momfor ihe complaint un’ni its disposition.
The allegations comomed in the reporf must be

+ Credible {Is worthy of b he n Aine opinion of fhe infake

- Review Commaﬁee and appeors to have been filed in
good faith¥ wnn o maiicious injent)

e Ethics- Relaie Aﬂle%es wasie, fraud obuse or unethical

the @ffce o'f—‘?Eihlc cnd Imegmy will iake no further action.

Any@ Clleg j ions of improper financial aciivity ond fraud,
woste ond/or ‘abuse will be referred 1o the Auditor General,
who wm determine the appropricte course of aclion.

Referﬁ_[ to Auditor
General:,

The Auonor General should report to the Audit Commlﬂoe
the: resul‘rs of any investigation and disposition of such
compionn’rs Documents reflecting such an investigation
“should be preserved in accordance with esiablished
procedures.!

The Auditor General wil provide a copy of any invesiigation
results and dispeositions to OLl. :

' Excerpt irom the Xroll Report doted August 8, 2006, regarding the esiablishment of ihe Audiior
General.
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IX. Transmittal Memos

introduction OEl uses the following types of fransmittal memos o assign

' cases for invesfigalion. A copy of the Incident Report is
attached to the transmittal letter clong with resolution forms.
Identified or unideniified complainants receive memos or
comments indicating the initial course of action by the
Intake and Review Commitiee [eg referred to Deputy
Chief for investigation). Az

1. Sample Memo when an Incident Report is Asg@ﬁed fo Dep riment Direcior:

Date: Ocober 30, 2006

To: Department Director

guestions andior -COMMEnLS 10 “The Newwork, our independent th:rd pany hotline provider, at
NetworkCallbacks@inwinc.com and copy the DeputvChiefEthicslmeprity@sandiego.pov, When
submitung your quesuons andf'or comments, include the report number, as indicated on the atached
report, in the SUbjCCi lmc by the response date provided in the Client Instructions section of the report.
Your questions and/or commcnr.s wil]l be forwarded 10 the calier should they call back on or afier their
assigned date.

In order to help sustain the integrity and success of the hotline e, send the attached forms completed and
signed to Danielle Knighten, MS SA, within 10 business days of receiving this memo. 1f you have any
additional guestions regarding the incident report, or this process, contact Danielle a1 {619)236-7072. We
want to ensure all issues or concerns are addressed in a uimely manner.


http://sandieso.gov

OFFICE OF ETHICS AND INTEGRITY Poge
Policies and Procedures Manual 2_3 of 27
City Employee Hotline and Complaini Program Effeclive Dale
010/30/2006

2. Sample Memo when Incident Report is provided io Department Director for
informational purposes only:

Date: October 30, 2006

To: Depanment Director

From: Jo Anne SawyerKnoll, Deputy Chief Ethics and Integrity
Subject: Employee Hotline Report <#> |

Attached is a copy of 2 confidential incident report that was fi ]ed wnh the Cny B Employee Hotiine. This
office received the report on <date> regarding a comp!a:m/lssue or concern in your: department. The Intake
and Rcwcw Commmce has established a process for scrccnmg the cornplamts/r:onccms and it has been

oll, Deputy Chief Ethics and Integrity

Report <#> dated (...}

This office received vour complatm/concern filed with the Emplovee Hotline and, upon an initial review,
the Intake and Review Cémmitiee has determined that your concern should be referred 1o XXX for further -
review. Any further communications related 10 your concern should be directed to XXX. XXX has been
instructed te provide a resolution to this office upon completion of his/her review of investigation.

The City of San Diego will not retaliate, nor will 1t tolerate retaiiation against those who, in good faith,
report suspected ethics violations or who participate in an investigation of suspected ethics violations. An
act of retaliation should be reponied immediately 10 the Office of Ethics and Inegrity (OEI@), which will
investigate any such report as a potential ethics violation. In addition, those who bring matiers 10 OEI are
protected through the state Whistleblower Protection Act.  Details of the Act can be found al
hitp./fwww dir.ca.gov/dlse/whistleblowersnotice.doc.
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if you feel wour concern is not addressed, please contact this office directly viz email ai
deputvchiefethics& integritvia:sandiepo.sov and reference the report number above.,

Due 10 the nature of the complamt filed, this office may not be able 10 provide you with the ouicome.

We appreciate vour efforts and thank you for “Doing the Right Thing!”

4. Sample Message sent tc the unidentified caller indicating course of aciion
taken by the Intake and Review Commitiee:

Your complaint/concern filed with this Hotline has been reviewed by the Intake and Review Cornmittee
and they have determined that your complaint/concern should be referred to XXX for further review. If
vou have additional information that would be useful in XXX’s review into vour complaint/concern please
contact The Network again with any additional information.

If you feel your concern is not addressed, plcase contact [hlS office dlrcclly via email at
deputvchiefethics& integritvi@sandieeo.gov and reference the i repon numbcr above,

Due 1o the nature of the compiamt filed, this office may not be ab]e tp‘p.rowde you with the outcome.

ik

5. Sample memo requeshng oddmonol mformanon from the  identified
complainant beforﬂ"'"fhﬂ- Intake and’ Rewew Committee proceeds because
ihere is not enough nformohon to moke an informed decision:

Date: October 30:- '2096 R

To: Céil;{“.
’ Fron'}; Jo Anne SziivyerKnoil', f)gputy Chief Ethics and lnlcgﬁty
Subject: Complaint Filed

All documents provided 10 this Office have been reviewed, but before this Office cap move forward, please
provide specific cases with appropsiate details {e.g., etc). Your claim cannot be substantiated without the
requested information. Once this information is provided, this Office will be abie to determine the
appropriate courss of action. ‘
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6. Sompie memo informing the identified complainant that his/her ‘complo"mt
does not meel the criteria as set forth in Section !l 2-14, and therefore not in the
purview of OEl:

Date: October 30, 2006

Ta: identified Calier

From: Jo Anne SawyerKnoll, Deputy Chief Etﬁics and Integrity
Subject: Employvee Hotline Report <#> dated (...)

This office received your complaint/concern filed with the Employec Hot]me and, \upon an initial Teview,
the Intake and Review Commitiee has determined that this matter should be rcfcrrcd to XXX, (Titke)
Director for further review. We have determined that allegdtions contained in vour compialm doss not
constitute an ethical violation and, therefore, is not within the purview of the Office of Ethxcs and Integrity.
Accordingly, this office will not take any further action regarding lhlS mattcr Any further communications

raryr

related 1o your concern should be directed 1o XXX, If you feel’ vour ‘¢ancern is not addressed, you should

ﬂ—‘-n contant :'yru - |vv||nv|

The City of San Diego will not retliate, nor w1l] it tolerate retaliation agamst those who, in good faith,

report suspected ethics violations or who participate in‘an mvestigation of suspccted ethics violations. An

act of retaliation should be reporied immediately .19 the Oﬁ' ice Of- Ethics and’ Iﬂtegmy {QEI), which will

investigate any such report as a potential ethics v101auon In addition; those who bring matters w OE] are

protected through the state ; Wh:sﬂeb]owcr Protecuon Act.  Details of the Act can be found ai
i - 0

hutp/fweww . dir.ca. gowdhdwhiss‘.cblow=rsnouce doc.:

R

What Are The OEl requnres a response within 10 days of receiving 'rhe
Reporhng . memo.

Requxr_ements?

Ex’renslons fo OFl wm deiermme exiensions on a case-by-case basis, but
Reporting will generoliy grant extensions.

Deadlines
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7. Sample remindar memo o referred party that a response is dus 1o OEl and
the deadiine is approaching:

Date: Ociober 30, 2006

To: Depanment Directors

From: Jo Anne SawyerKnoll, Deputy Chief Ethics and Integrity
Subject: Hotline Report Response Deadline Reminder

You are receiving this memo as a reminder that vour response(s) 1o the conﬂdcnnal hotline report(s) is(are)
due by <date>. You have been asked to respond with 10 business days of recewmg the memo dated
<date>, and to date this office has not yet received your response. If you need derarls regarding the
report(s) previously provided, please contact Danielle Knighten (619) - 236-7072 or
dknighten@sandiego.oov. : e K

If vou need more time 1o resoive the complamt send an emai} to deputvchrcf'cthmsmtcgmy@sandrego gov
cxplammg your course of acuon and why addmona] time is necessary 1o reso]vc the complalm proper]y

ha ~a

Ml o sbn ~le £ Y mbveaedld At ad nod | Py | W] sl
\.}L”L—J »JDL' L1 Pk l\n)UJHLJUJ} JUJJJJ‘B} ﬂllUUJU At PJU‘-UM_, DJEJJ\'U ‘-l}ll.l Di-f.ll £U UGIIJL‘?L ai l".lJ 71, Wfl.l!i.li J

8. Sample memo to referred por‘nes when cr response is pcs’r due:

Date: N _Oclobcr 30, "006

To: - :‘ Dcpanmén‘r Directors

Frorr};l o Jo Anne Saw‘y;r’ll_(noll, Deputy Chief Ethics and Integrity
Subject: Hotline Report i{ésponses Outstanding

Within the last momh this-office has forwarded one or more Hotline report(s) asking you 10 reply, and to
date this office has not received vour response. If you need details regarding the repors previousty
provided, contact Danielle Knighten at (619) 236-7072 or dknighteni@sandiego.zov.

If you need more time to resolve the complainl, piease contact Danielle or send an email to
deputvchiefethicsintegritvi@sandiego.gov explaining your course of action and why additional time is
necessary io resolve the compizint properly. Otherwise, the outstanding resolution form(s) should be
completed, signed and semt to Danielle, MS BA within 5 days of receiving this memo, unless other
arrangements have been made. If you feel you have received this memo in error, contact Danielle to
confirm vour response has been received by OEL

Your attention 1o this matter is greatly appreciated,
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9. Sample memo ic depariment directors or appropriate

QEl ciosed the complaint:

Date: October 30, 2006

" To Department Directlors
From: Jo Anne SawyerKnoll, Deputy Chief Ethics and Integrity
Subject: - * Employee Hotline Report <#> |

referred party when

On <date>, OEI received your response to the City’s Employee Hotline report <#>. The Intake and
Review Commitiee has reviewed the response and deems the j'es{pcnsc is satisfactory, therefore, OEl will
close this case and no further action will be taken regarding this mater. If you have any questions
regarding this report or the process, contact Danielle Knighten at (619) 236-7072.

We appreciate your contributions to improving the City's cth’ic’;'_z_zi_]___:__(_;}imatc and 1o making' the hotline a

success.’ e

AP




® | ) | o
City of San Diego

Office of Ethics and Integrity

Addressing Submission of Suspected Wrongdeing (Whisteblowers)

: "QSf’f'sgiblllissioll‘of suspcc[cd wrungduiug

Whlsllcblowcr Issues [or Audit Conunittees to
Consider Tool

Yes

No

Partially

Comments

A. Design Effecliveness

In assessing the design effectiveness of the holli
1. Does the hotline have a dedicated hotline
number, fax number, web site, e-mail
address, and regular mail or post office box
address o expedile reports of suspected
incidents of misconduct?

X

0

J

ne, a 5ovcrnment audit committee should consider the following questions:
. The City of San Diego’s Office of Ethics and
Integrity (OEI) contracts with The Network {or

hotline administration, which includes a
dedicaled toll-free phone number. The
Network has helped clients—including the
ACFE-- collect information and address
criticdl issues such as cthics and risk
management for nearly 25 years. The
Network has more than 2,200 clients,
inchiding 45% of the Fortune 500 and a large
nuimber of municipalities and government
entitics.

Copyright © 2005 AICPA, Inc.
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2. Does the hotline demonstrate
confidentiality, including showing how™ -
caller [}, e-mail tracking, and other
techinologies cannot be used to identify the
whistleblower? "Has the government
considered the usc of an independent
hotline operator to enhaunce the perception
of conlidentiality in addition (o any real
improvement?

The City of San Diego, through OFEI, The
Network in order to enhance the perception of
confidentiality. Complaints made directly to
OEI may also be maide anonymously, and all
complaints, associated reports, working
papers, and other documents detailing
employee and citizen complaints, shall remain
confidential at all times

3. Does the hotline ulilize trained -
interviewers 1o handle calls to the hotline
rather than a voice mail system?

All calls to the hotline are handled by trained,
third-party call takers who ask probative
questions to gather necessary information.
The hotline is staffed and available 24
hours/day, 305 days/year.

4. Is the hotline availability 24 hours a day,
365 days a ycar?

5. Does the hotline have multilingual _
capability to support hotline cailers with
different ethnic backgrounds or those that
are calling from diflerent countries?

6. Are callers provided with a unique
identilicatiow number to enable them to
call back later anonymously o receive
feedback or follow-up questions from
investigators?

Each caller is provided a unique identification
number so that they can leave additional
information (anonymously if they choose) and
so OEI may inform them of the status of their
concern (e.g., under investigation) or ask
additional questions.

7. Does the government have a case
management system to log all calls and
their lollow-up, to facilitate management
of the resolution process, lesting by
wternal auditors, and oversight by the audit
committee?

The Network receives and records all hotline
calls and then creates an “Incident Report.”
[ncident Reports are tracked by OEI to
facilitate management of the resolution
process. The confidentiality of complaints and
these reports is maintained at all times. Upon
the establishiment of the City of San Dicgo’s
Audit Commiltce, these procedures may be
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revised.

Has the government established protocols
for the timely distribution of each type of
complaint, regardless of the mechanisim
used to report the complaint? Are
complaints of any kind iivolving senior
_management automatically and directly
submitted to the audit commitiee without
filtering by management or other
governmenl personnel?

Each complaint is reviewed by OEI's Intake
and Review Commiltee (currently comprised
of the Deputy Chiel of Ethics and [ntegrity,
Ethics and Audit Compliance Specialist,
Director of Personnel and
Auditor/Comptroller) within three weeks ofils
receipt. At the discretion of the QLI Deputy
Chiefl or his/her designee, and based on the
circumstances of the complaint, the complaint
may be referred to the appropriate departiment
for action prior 1o the Intake and Review
Commiltee meeting. In the absence of the
Audit Committee, complaints involving senior
management are referred within existing City
mecchanisms (e.g., EEIQ, Police Department,
etc.}, depending on the nature of the
allegation(s).

Does the government effectively distribute
comprehensive educational materials and
training programs among potential users lo
raise awareness ol the hotline? Are these
materials available in all refevant
languages, given the potential user base
and taking into consideration cultural
dilferences that may require alternative
approaches to achicve the desired goal?

In November-Deccmber 2005, literature,
wallet cards, and flyers with information on
the hotline {what it is, how to contact, etc.)
were sent to afl City employees.

QEl is currently participating i meet and

~confer with the City's unions to finalize the

hotline procedures. Upon completion of this
process, OEFand the Internal Communications
group will undertake a City-wide education
program to familiarize employees with the
hotline, criteria for calls, process for handling
concerns, etc. In the meantime, OEl is making
in-person presentations {o employees that
describe the hotline (thus far reaching an
estimated 1/3 of the City's workforce) and
information is available on OEl's intranet and
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Intemet sites.

10. Does the governiment suppott outreach to O [l X At this point in time, the hotline is intended for
potential stakeholders other than employees only. Complaints from citizens are
employees? accepled through other means (phone calls, ¢-

mails, in-person, etc.), but addressed through
ant analogous process. Upoen formation of the
Audit Commitiee, the hotlinc may be
expanded to receive citizen complaints, also.
At that point, Ol will reach out to citizens
and other potential stakeholders.

i 1. Do the government’s internal auditors. X The_Ci‘Y’S AUd,itO"/CO'"P“U”ﬂ iS_ parl ql‘ll_lc
periodically evaluate the design and hotline process and was involved in designing
operaling cffectiveness of the liotline? the process for effectively operating the
"Perating . S : lotline and processing complaints. The
What were the tnlernal auditors :

, : 5 Deputy Chief of Ethics and Integrity is
conclusions regarding how the hotline instrumental informing City management and

reflects changes in the government’s ensuring appropriate support from

operations and in best praclices; (2) manageinent. The Ethics Audit and

whether the hotline is receiving ' Compliance Specialist is responsible for

salisfactory support from management, . advnsmg _thc Intake and Review Committee on
L _ : protocol issues.

ciiployees, and other participants; and, (3} ‘

whelher protocols established {or
forwarding information to the government
audil committee have been followed?

B. Educating Employees and Others About the Hotline

In assessing whether management is actively promoting the existence and use of the hotline, a government audit committee
should consider the following yuestions:

1. s confidentiality of communications made X | g O All complaiuts, associated reports, working

to lh(, hotline stressed? - papers, and other documents detailing
employee and citizen complaints, which are
received cither through the Employee Hotline,
by mail, e-mail and those documents or notes
of any oral conversations with City employees

4




- . W
. ' . Anonpmons Sulrmission of Suspected Wrongdoing (Whis.u'erx)

or citizens, shall remain confidential at all
times, as described in OEI procedures.

2.

[s training provided to employees upon
hiring and periodically therealier?

OEI will begin its ethics training, slated to
include information on the hotline and other
mechanisms for reporting complaints
involving waste, fraud, abuse or other
unethical behavior, in early 2007. In the
meantime, all new employees receive

-information regarding the employee holiine

upon hire. Current employees may contact
OEl at any time for information regarding or
assistance with the hotline or ethics-relaled
questions. Information on how to do so is
available on the intranet and Internet, and
through in-person presentations.

For suppliers, is information incorporated
into a vendor approval process, in purchase
contracts, and on purchasc orders?

By Spring 2007, to accompany a Contractor’s
Code of Conduct, a brochure with information
about the ethics-related rules and regulations
that govern City employee behavior witl be
provided to firms doing business with the City.
This will assist contractors in avoiding ,
behavior that may encourage ethical lapses and
will include information about how contractors
can report ethical lapses to the City.

Is the hotline nuinber and other contact
information provided on the government’s
Web site, intranet, newsletlers, invoices,
purchase orders, pay stubs, checks, and
cven vehicles?

As the hotline is currently intended only for
employees, the hotline number and contact
information is made available through OEl's
intranet sile, in-person presentations, aid
collateral sucli-as bookmarks. Upon formation
of the Audit Comimittee, the hotline may be
expanded to receive cilizen complaints, also.
Al that point, OEI will reach out to citizens
and other poteutial stakcholders through a
viliicly of mcais.

C.

Evaluating Comuunications Received
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In evaluating the communications received, a

Is management taking all communications
made to the hotline seriously? Are
allegations appropriately investigated?

government audit committce shuuld consider the following questions:

X

[]

J

The OEI Deputy Chief or his/her designee, in
conjunction with the Intake and Review

. Commilice, reviews each investigations’

response to determine if the allegation(s)
raised in the complaint have been adequately
addressed in the response. If the response s
deeined to inadequately address the
allegation(s) raised in the complaint, the
Division or Department head and appropriale
Deputy Chicf are notified. This allows OEI to
verify appropriate investigation of complaints
while assessing management support,

Does the government have a process for
reporting back to the whistleblower on a
timely basis, where possible, regarding the
“action taken?

It the'instance where a complainant has
identified him/herself, such complainant will
be notified of the OEI action on or referral of
the complaint. The complainant may be
advised thay, in the instance of a referral, OEl
may not be able to provide the complainant
further information regarding the outcome of
his/lier conmplaint due to confidentiality or
personnel-related issues: For an anonymous
complainant, a notification is sent to The
Network so when the complainant calls back,
he/she will know the disposition of the
compliant and will have an opportusity to
report additional information:
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City of San Diego
Kroli Remediation
Remedial Category — Interest Allocation

T e 10/25/2006—

Kroll | Report -

Item | Ref. Description ,

74 M-16 | The interest allocation process should receive sufficient management review.
Background

During its audit, KPMG discovered that the interest accrual was allocated incorrectly. Current
City management believes this was caused by either an accountant key punch error or a manual
calculation error. Current City management believes this issue will be remediated by
November 2006. Documented controls currently in place should prevent this type of error from
happening again. '

- % <o

Action Taken for Kroll Remediation

The interest allocation process was documentsd in a format thatrmanagemkm bchcves 15

acceptable for internal controls. The documentation includes: B

» Process flow, process narrative and identification of significant control activities
» _Control matrix contam_mg

[ad P
~ ‘ r\ﬂﬂ-nl n,.“,,-.r",-ac -,-"‘-_. CTITIT T ar=samt repavrrlree) St . A,..-1 [ W, JpSI SIS
s TIBIE, Samareas oI COTIIUL d000 vu.ua.:, [sisiitige “u_u.lu».ag [ty reywl Lyt.}u

o Identification of preventwc/dctecuve control, system or manual control, control
frequency, frand control, safeguarding of as_é,cts, financial statement assertions and
the pertinent components of internal control from the COSO (Committee of
Sponsoring Organizations of the Treadway Commission) framework

Design Effectiveness Assessment

Effective with the exception of one Design Gap - Segregation of duties related to significant
control activity 74D, The same accountant has AMRIS (general ledger) system access to ran

preliminary and final reports. Management is in‘the process of remediating this gap by having
information technology change system access. Once this gap is fixed, the accountant that rans
the preliminary report will not be able to run the final report. This gap is planned to be -
remediated prior to the time that interest allocation is performed for November 2006.
Operating Effectiveness Assessment

Management plans to test operating effectiveness by March 31, 2007.

Process Improvement Recommendations

None.



- Kroll Renwdialiull ltem 74
Interest Allocation Process

CA T/S Asserlions - COSO
Cirl '

Control Objective Risks Significant Contrel Activily Ref | Type| P/ID[ SIM

Accountant recunciles cash interest B 5

VIAIRVO[ D[ CIRITIMIE

- |earned and investinent balances among

74\
SunGard Iuvestiment Reporls and ! M X X
AMRIS. '
AMRIS system allocales interest '
g 74R 5 X x x| |x
among investmenl pool accounts. S
Interest incomie is not o .
s . Fhe preliminary report and suppotting
Interest incowe is allocated to the  [properly allocated to the . . - -
. . f data are reviewed and approved by the | 7447] M X X IX
appropriale funds for financial appropriate Munds . . , ol
i S, Operations Section Supervisor.
reporting 1esulling in inaccurate .

financial repodling :
The Accounlant has system access to

run preliminary teports. The
Supervisor has system access to run the
final reports. TIIS IS CURRENTLY
A GAP AND SYSTEM ACCESS
NEEDS TO BE ADDRESSED.

741

Relerence Legend

Control Type ’ {IF) Frequency F/S Asscriions . llenders

A - Authorizalion . 1) - Daily Comp - Completeness CA Ref - Control Aclivily reference number
C - Conliguration/account mapping W - Weekly E/Q - Existence or occitrence . Citrl Type - Conlrol Type

E - Exception 1eportsfedit checks B - Di-Weekly V/A - Valuation or allocelion P/D - Prevenlive/Dretective Conlrol
1 - InterMace/conversion controls M - Monthly RAO - Rights and obligations ) S/VI - SystemvManual Control

K - Key petfunmance indicalors Q - Quarterly . P/Dr - Presentation and disclosure F - Frequency

M - Management review S - Semi Annual - FC - Fraud Control

R - Reconcilialion A - Annually COS0 Framework SOA - Saleguarding of Assets

SD - Segregalion of dulies T - Tsansactional - daily C - Control Activilies S

SA - Systen access SY - System R - Risk Assessment

SOA - Saleguniding of Assets . I - Information and Communications

M - Moniloring
E - Conltrol Environment
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. r . Interest wation w l\Somce: ‘Meeling w.éilia San Pédro

Page 10f3 10/12106 Kroll item 74 and Leonard Alfuenle, Auditor's olfice

Significant Control

\
Process Flow Process Narrative et !
Background: Interast is required to be aliocated lo all funds included ACthltles ’
in the Cily's pooled cash. Fund 89998 is the Cily's investment pool i
account. There are approximately 1,500 funds in the pool. Interest !
allocation distiibution occuss on a calendar month basis. The City's '
AMRIS accounting system Is on a 13 geriod basis. Inter@st Allocation ' Ty
Procedures were issted on B/23/1999, Thal documen! serves as a :
"Dask Procedure.” ‘ : .
Treasiny: The process begins with the recelpt’of Ehe SunGard Monthly ’ f'
SunGard AMRIS: Simpler Investment Reports from the Treasurer's Dgparlmenl. Tllege repoits i
@ 1 Earned Income Query are available 2.3 weeks after monlh epd. The SunGard report !
Delall .amaounls need 1o ba reconciled lo the arounts amounls in AMRIS.
The Inlerest Allocation Accountant runs a Simpler query lo abilain
AMRIS fund amounts, |
|
+ . !
. . , . l
Accountant Account‘ant: ;":’ l“‘i’ﬁ?;g"o‘:é::’;lﬁ::”:::;'::";‘r;ec'm:tc:i: ‘::‘h:";:g[e'ﬁfl ‘;’at”'Ed‘ @ {CA - 74A) Reconcillation. Accountant recmi\clles
Reconciles cash Reconciles Aﬁlal we? A un s nepo - 1helnieres cash Interest earned and investment halancés
) Invesiment ocalion Accountant also reconciles investmenl balances among among SunGard Investment Reporls and AMRIS.
inlerest eamed balances SunGard and AMRIS. Cash inlerest recelved and Investment pool i
activity must reconcile prior to afiocating interest to the funds. !
i
¥ . . i
There ¢ould be unteconciled items due-lo liming or posling errors. !
Accountant: When thete are unreconciled ilems, firsl. the Inlerest Allocation !
@ Unreconciled Yes—pl Delermines | Accountant researches for any liming differences. Typically, timing ) i
items Posling or Timing differences are relaled o posling on lhe first day of the next calendar : :
Ditlerence month in AMRIS. A query reporl from he Simpler syslem is run lo ‘
obtaln dally (ransactions for the first day of the next calendar month. - :
This reporl is used to identify liming dillerences,
Timing Posling ;
. 3
No l 5
@ ¥ Accounlant: If there are paosting errors, they are researched with the supervisor
X Researches and a Journal Voucher is prepared.
posling errors
Accouniant: ) !
@ Calculates Inlerest *—]—“’ Upon completlon of the reconcilialion, the "TOTAL ENDING
Amounts for ¥ ACCRUAL" and "TOTAL CASH RECE{VED" is calculaled by the ;
Allocation IV Interest Allocalion Accountant. Both figures are calculated from data :
. Process contained in the SunGard Monthly Inveshinent Repoits. :

" - Onge these amounls are determined, (hey are eniered into the
Interest Allocalion System (C3502 screnn) with a status of "P" for
I Page 2 Preliminary.

Accountant: Inputs in
Inlerest Allocation
System

®




Process Flow

Q‘?

Accountant:
Requesls
DPC to run
Preliminary
Report

l

AMRIS:
System
calculated
Interest
Allocalion

!

AMRIS:
Prefiminary
Interest Aflocalion

Report

|

Accountant:
Reviews Pieliminary
Interesl Aflocation
Repot

o

Supervisor;
Revlews Final
Preliminary Report

City of San Diego

Interest AI_Iocation

-
N

Page 2of 3 - 10142106 Kroll Item 74 J

Source. Meeling wilh Cecilia 5an Ped

ro
and Leonard Aliuente, Auditor's oﬂicevi—l

Changes
Needed

Process Narrative

The Interest Allocation Accountant requests the preliminary interest
allocation reporis be printed. The accountant sends an email lo San

- Diego Dala Processing Corporation (DPC) indlcating jobs needed lo

run the preliminary report.”

DPRC runs AMRIS system preliminary Jépur‘ls 1hat show ha results of {CA - 74B) stlem Conliguration. AMRIS sysleuﬁ
allocales interest among investment pool ;

interest allocalion distribution based on the lwo amounts entered for
the TOTAL ENDING ACCRL!AL AND TOTAL CASH RECEIVED. accounis,

The tnteresl Allocation Accountant reviews the prefiminary report.
Specifically, the ending accrual, beginning accrual and cash received
amounts are reviewed to conlirm they are accurate. Three particular
funds are analyzed for reasbna’bleness:_ General Fund (100), Waler
Fund (41500}, and Sewer Fund (41506)." Thesa three fiinds were
chosen because aach have subslantial cash balances. The prior
monlhly reports for these three funds are compared lo the current
reporis for reasonableness. Al this time, the interest Allocation
Accountanl can also enler any needed adjustments lo eash or accrual
balances inlo the Interest Allocation Systern.” These adjustments are
based on ifetmation from the prefiminary 1eporl.  If any adjusiments
are made, another preliminary tepoit run is run and reviewed for
accuiacy,

After complele review of the preliminary report and any adjustments,

Significant Cantrol
Activities

!
i
!
i
i
i

(CA - 74C) Managemet Review. The preliminary

the Interest Allocalion Accountan! submils all documents and work @ report and supporting data are reviewed and 5

papers to lhe Operations Section Supervisar., Tha Operations
Seclion Supervisor reviews the summary and supporting information
and approves by iniltaling the front page of the work papers.

@
b

1.

approved by the Operallons Section Supervisor,



_ . ' City of s g0 , |
Interest cation w Source: Meeling wilh Cecilia San Pejdlo

k Page 3 Of 3 1 0’1 2!06 KrO“ Item 74 , and Leonard AlJuenle, Auditor's Omfje
|
. . |
Process Flow | Process Narrative Significant .Control{
| Activities |
i
- i
.i
- |
With the Operations Seclion Superviscr's approval, the posling of (CA — 74D} Segregation of Daties. The Accountant

Supervisor: Modilies
AMRIS stalus to Final
l ACCESS NEEDS TO BE ADDRESSED.

C3502 screen lo "F" for Final. -Supervisor has sysltem access to run the IIn::lI
reports. THIS IS CURRENTLY A GAP AND SYSTEN

Inlerest Allocalion is ready. The Supeivisor modifies the slalus of the’ @ has system access to run prefiminary repmll:_;. The

Accountant:
Requesls
DPC lo run
Final Reporl

The Interest Allocation Accountant sends an email 1o San Diego DPC
indicating jobs needed %o run the Final Interest Allocalicn Reporf and
the system generaled poslings to AMRIS (the G/L).

b

The Interest Allocalion Accountant reviews the final report and verifies

Veiifies AMRIS [« )
thal AMRIS has posted inlerest allocation.

has posted

AMRIS:
Syslem . ’ ’
calcutated DPC suns AMRIS system generated Firal Interest Allocation Reports. See CA - 74B on page 2 of 3. .
Interest . !
Alfocalion ' 1'
AMRIS: Final !
{nlerest Allocation T
Report 1
i
Accountant: :
!
|
|
f
|

The [nterest Aliocation Accountant provides receiving fund daily
“average cash balances to the Treasurer's Departiment through emall,
The work papers for the month are filed in the Interest Allocation file,

Accountant:
Provides
dalato
Tieaswny

Accountant:
Files work
papers




Attachment 3

OFFICE OF MAYOR JERRY SANDERS -
CITY OF SAN DIEGO

MEMORANDUM

" Date: .. November 22, 2006

To: Honorable Members of the City Council

From: - Mayor Jerry Sanders

Subject: Kroll Remediation Status eport Number 3, prepared for
. December 6, 2006, Councit Meeting

In my memorandum dated August 24, 2006, | reported my staff had identified 121 items for
remediation from the Kroll Report. These items were grouped by remedial category and
were described in detail along with anticipated due daies. | have aiready issued two
memorandums on status (dated October 5, 2006, and Oclober 30, 2008). This is my third
memorandum regarding status of the City's Kroli remediation efforts, On December 6, 2008,
my staff will meet with you to discuss the foliowing: '

» Staius of remedial items completed as of December 6, 2006
« Status of remedial items in-process as of December 6, 2006

Cc: -City Atiorney
Chief Operating Officer
Chief Financial Officer
Independent Budget Analyst
SDCERS
John Dyer -



|. Remedial ltems Completed

" A. ltems Previously Reported Complete

Kroll tem # | Kroll Category B | Memorandum Reference
7-12 Organizational Structure October 5, 2006
24 Audit Committee — Formation and DUtIES | October 30, 2006
45 Budget Policies and Practices October 30, 2006
46-47 City Actuarial Services October 5, 2006
48(i) Deferred Maintenance October 5, 2006
54-57 Financial Reporting : October 30, 2006
57.1 Financial Reporting October 5, 2006
74 Interest Allocation | October 30, 2006
84-85 Reconciliation of Accounts . October 30, 2006
107.1 City Funding of SDCERS Oclober &, 2008

B. ltemms Completed During this Reporting Period

Remedial Category — Disclosure

Dt im o Amomesds ons o ~
UUI'LII .L-IL' R UH‘-’.Q"U' o W el s

I~ =
add the CFQO not only as an official member but also have this person serve as
chair. (Pages 249, M-4 & M-5) , (

£ Hm MNiern Dr f‘hr\nl." \’\’hrlnnn f-‘rn un an\AIf-‘\ -\r\n!
R TSR o Tasilawr ¥

w

A
=

Status: Mayoral task complete. The Mayor's Officé submitted a Request for '
Council Action that the City Council direct the City Attorney to amend the
Municipal Code’ for the following changes to the DPWG.

« The Chief Financial Officer will serve as the chair of the revised
DPWG. :

» Membership in the DPWG will consists of the following five official
- voting members: Chief Operating Officer, Chief Financial Officer, City
Attorney, Auditor General and Independent Budget Analyst (or
designees). Oulside disclosure counsel serves as an ex-officio
member.

+ No DPWG committee member (including the Chair) can prevent any
other committee member from placing an item on the agenda.
Remedial Category — Forecasting/Projections
6. The CFO and Mayor should submil annually to the City Council 2s pari of the

. annual budgeting process, a rolling five-year proposed plan that contains major
items, including capital expenditures, dejerred maintenance, debt payments and

' san Diego Municipal Cogde, Chapier 2: Governmém, Article 2, Administrative Code, Division 41:
Securities Disclosure
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other major coniractual obligations, major revenues by category and a forecas! of
gross caesh receipis and gross cash expenditures. {Pages 262 & W-13)

. Status: Complaté. The Mayor announced the City's first five-year financial plan on

November 14, 2008. The plan will be presented to the City Council on
November 28, 2008. The plan addresses major items, including capital
expenditures, deferred mainienance, debt payments and other major
contractual obligations, major revenues by category and a forecast of
gross cash receipts and gross cash expenditures. The plan can be
accessed on the City's website at:

hitp://www.sandiego.govimayor/pdiffive_year_plan_11_15.pdf

Remedial Category -~ City Funding of SDCERS

107. The City and SDCERS should make a voluntary disciosure through a self-reporting
process lo the IRS of the amount of any improper diversion of funds used to pay

refiree_health care benefits and cooperate with the IRS.to-bring-the-Gity'sretiree— - — — - — - -
healthcare funding into full compliance. (Pages 259 & M-11)

Status: Complete. SDCERS tax consultant, ice Miller LLP, filed a Voluntary
Correction Plan report titled "Exclusive Benefit and Prohibited Transactions
— Retiree Medical Benefits (401(h) Account)” with the Internal Revenue

L - .t a T o TaY e el
DSTVILE UL JUINT £, 22U,

‘ 108. The costs should be refiected in the City's annual budget and five-year plan, and
. variances caused by changes in actuarial assumptions shouid be explained. (Page
260) '
Status: Complete. For clarification purposes, Kroll item 108 relates to costs for

proposed new retirement benefits for city employees.

The City acknowledges the need to accurately calculate the costs of any
new retirement benefits and includes such costs in all budgets and
five-year plans. Additionally, the voters passed Proposition B which will
require the City to obtain voter approval for any increases (with the
exception of cost-of-living) in municipal pension benefits.


http://www.sandiego.gov/mayor/pdf/five_year_plan_11_15.pdf

A. Items In-Process Previously Reported

il. Remedial ltems In-Process

Kroil tem # | Kroll Category Memorandum Updated
Reference status?

1-8 Oversight Monitor - Qctober 5 and 30 2006 Yes *

[ 13-14 Organizational Structure - | October 5, 2006 No
18-23 Qﬁg'gﬁggm“ee' Formation | 5oiober 30, 2006 No
42 Ethics October 30, 2006 " Yes *
43-44 Budget Policies and Practices | October 30, 2006 No
86 Reconciliation of Accounts Ociober 5, 2006 No
87 Retirement Benefits Qctober 30, 2006 Yes *
* see below

Remedial Category - Oversight Monitor

1.

- Appoint a Monitor to oversee the implementation of and compitance with the

Remediation Plan. (Pages 263 & M-14)

The Monitor should be selected by the Mavor in consultation with the City Council

2.
and subject to the approval of the SEC and should be an independent person of
suitable standing, independence and experience for the assgnment (Pages 263 &
M-14) | .
. { 4
3. The Monitor should have complete and unfettered access to aI! City and SDCERS
~personnel and records. (Pages 263 & M-14)
4, The Monitor shouid rnake quarterly reports to the City and the SEC on the Clty s
progress. (Pages 263 & M-14)
41  City Monitor quarterly reports should be made-public in an appropriate manner
including on the City's website. (Page M-14)
5. The Monitor should serve a term of no less than three years and should be provided
adequale resources to carry the duties of his office. (Pages 263 & M-14)
6. The SEC should have the right, upon request, to expand the scope of the Monitor's
duties following consultation with the City. (Pages 263 & M-14)
Updated Status: In process. The Kroli Report recommehded an independent monitor

oversee implementation of and compliance with the Remediation Plan.
The City's settiement with the Security and Exchange Commission
(SEC) requires that an independent consultant/monitor be hired within
_ 60 days from the November 14, 2006, settiement date. The City
believes that the independent consultant function calied for by the
SEC and the monitor role recommended in the Kroll Report can be
reconcited and performed by the same person. .
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' Remedial Category EthICS

42.

To discourage any improper influence of the professionals who serve as
"gatekeepers” o the public financial reporting process of the City, the Municipal
Code should be amended to add criminal penalties for such conduci. It should be
unlawful for any elected official, or employee of the City, or anyone acting under
their direction, o take any action to corruptly influence, coerce, manipulate or
mislead any independent certified public accountant engaged in the performance of
an audit of the financial statements of the City or its component units, or outside
legal counsel performing services for the City in connection with an offering
statement of the City, or any actuary performing an actuarial valuation in connection
with the preparation of the City's or SDCERS's CAFRs, or employees of a bond
rating agency performing a credit rating of the City's bonds. (Page M-6)

Updated Status: City Attorney action complete. The City Attorney prepared an

ordinance and submitted it for City Council Action on November 1,
2006. On November 13, 2006, at the Special City Council Financial
Hearing, the ordinance was referred to the Rules Committee. The
Rules Committee is tentatively scheduled to review the ordinance at
its scheduled meeting on January 10, 2007,

Remedial Category ~ Retirement Benefits

o7
[o I N
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pararneters for future Clty hlres This includes posntnonmg the City o attract and
retain the talent needed to meet the citizens’ expectations for services, not be
viewed as providing excessive benefit levels, and creating a plan the City can
afford. (Page M-25} ‘

Updated Status: The following three evaluations are in process and should be

complete by December 28, 20086:

» Actuarial evaluations of the cost implications of formula changes io
the existing retirement systems

» Benchmark study of Police Compensation and beneﬂts for all
employees

» Benchmark study of Fire Compensation and benefits for all
employees



-1l; Remedial ltems In-Process

B. ltems In-Process During this Reporting Period

There are over 120 Kroll remediation items that span many categoﬁes departments and
related entities. ‘My staff continues to coordinate with the responsible par'hes related o Kroll
remediation status and milestone dates.

Additionally, for Kroll remediation iterns that can be executed by accounting/ffinance staff, Jay
Goldstone, Chief Financial Officer, has established a dedicated team which has kicked-off
remediation planning, scoping and action for the following Kroli items,

Kroll Item # Kroll Category
58-59, 64-65 Financial Reporting
75-80 * -] Internal Conirols
81. Personnel
82 Procurement
83 ) Redevelopment Authority
86 Reconciliation of Accounts
88-89 Risk Management
| 90,95 Training

* Kroll item 76 will require significant effort because it addresses remediation of internal
control weaknesses identified in the Auditor and Comptroller's 2006 Annual Report on
internal Controls as well as Management Letters from the City’s external auditors. As
of November 22, 2006, my staff has identified approximately 35 additional financial
internal control items that require remediation by June 30, 2007.
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CITY OF SAN DIEGO

{FOR AUDITOR'S USE ONLY)

2. FROM (DRIGINATING DEPARTMENT):

2, DATE:

| ouned] Bracid
LC_‘_ o:mm] President Mavor Sanders November 22, 2006
V4. “CT: :
“,  Remediation Status Report Number 3 and Related Action
MARY CONTACT (NAME, PHONE & MAIL STA.) €. SECONDARY CONTACT {NAME, PHONE & MAIL S5TA) 7. CHECK BOX IF REPORT TD
ay Goldstone / 236-3941 | John Dyer / 533-3978 couneiLis aTiacken [ ]

8.COMPLETE FOR ACCOUNTING PURPOSES

FUND - l

DEPT,

ORGANIZATION

OBJECT ACCOUNT

JOB ORDER

C.1.P. NUMBER

AMOUNT ’ 1

9. ADDITIONAL INFORMATION { ESTIMATED COST:

10. ROUTING AND APPROVALS

ROUTE APPROVING DATE ROUTE APPROVING
[N AUTHORITY APPROVAL SIGRATURE SIGNED [t} AUTHORITY
ya - . £y

DATE
APPRDVAL SISNATURE SIGNED

[N

1 g?ﬁ%ﬁ’e’ﬁ M) ) /%:,-/ag e |coo NAS W___, () / _},.).E
T | | ]

PHESIDENT
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4 bR ]

£ DOCKET COORD: COUNGIL LIaISON; : l
¢ ! \_/ COUNCLL . ] eppe O coae (3 ADOFTION

[ reFEr TO: COUNCIL DATE:

. ARATION OF: X RESOLUTION(S) X ORDINANCE(S) O AGREEMENTIS) ] DEED(S) -1
ease docket the following for discussion at the special December 6, 2006 City Council meeting;:

1. third informational update report on the Kroll remediation, and

fo]]owmg changes:
e The Chief Financial Officer will serve as the chair of the revised DPWG.

designees). Qutside disclosure counsel serves as an ex-officio member.-

e No DPWG committee member (including the Chaxr) can prevent any other committee member ffom

b
! placing an item on the agenda.

| 2. directing the City Attorney to prepare an Ordinance amending the Municipal Code' consistent with the

« Membership in the DPWG will consists of the following five official voung members: Chief Operating
Officer, Chief Financial Officer, City Atlorney, Auditor General and Independent Budget Analyst (or

.11& STAFF RECOMMENDATIDNS:
1. Docket the reguested items for discussion
2. Approve the recommended action

'42. SPECIAL CONDITIONS;
‘COUNCIL DISTRICTISY: ALL
COMMUNITY AREA(S):
ENVIRONMENTAL IMPACT:
HOUSING IMPACT:

JER ISSUES:

! 8an Diego Municipal Code, Chapter 2: Government, Article 2, Adminisirative Code, Division 41:

Securities Disclosure
ChM-1472

MSWORD 2003 {RE



OFFICE OF MAYOR JERRY SANDERS
CITY OF SAN DIEGO

MEMORANDUM
Date: ~April 8, 2007
To'l: '.Honorabfe Membﬂrs of the City Council
From: Mayor Jerry Sanders L/
qujé'bt: - Kroll Remediation Stamsf leport Number 5, prepared for

Aptil 23, 2007 Council Meeting

Thig : -in'3 seies.of matus reperis renarding Kroll Remediation efforts. To date,

'approximately 62 or 51% of the 121 Kroll remediation items have been compieted, or are

substantlaliy complete and more than 35 addmonai ttems are in-process. Alfthough the City

has made’ tremendous progress to date there are still many imporant itemns remaining to

ocmplete our Krol “rer i On Aprif 23, 2007 my siaff will meet With you to
[

'l'h in ie tha

- Status o
S el T“mehne modlﬁcatqons

'The status of all Kroll remed:at:on itemns wul continue to be provided to Mr. Stanley Ke!}er
. Ingependent Momtor for ‘observations and comments. Any conclusions made by him wil
be. -provided to the Crty Councﬂ

Coc. City. Aﬁomey
Chigf Oper ing Dfﬂcer
Chuef Flnan
Stanley Kelicr Independen‘ Monitos
independent Budget Analyst
SDCERS:
John Dyer

Attachment A- Greg Levin resume, comptro!!er functions
. Attachment B - Tracy McCraner resume, financial reporting functions
Attachment C - Kyie Elser resume, internal avdit functions



I. Remedial Items Completed or Substantially Completed

A. ltems Previously Reported Completed or Substantially Compieted

Additional Action Required
Kroll | Kroll Category Memo City City Mayor
ltem # Reference | Attorney | Council
1-6 Oversight Monitor 2/21/2007
7-12 QOrganizational Structure 10/5/2006
|15 Staff Qualifications 2/21/2007
Audit Committee — ' '
18 Formation and Duties 212112007
{Long-Term Plan)
Audit Committee —
19 Formation and Duties 2/21/2007
-| (Eliminate FROB)
Audit Commitiee —
21 Formation and Duties 2/21/2007
(Scheduled Meetings)
Audit Committee —
24 Formation and Duties 10/30/200
(whistlebiower procedures) -
42 Ethics - . 2/21/2007
ne Budoet Pnhr‘!?q and ROI200
T Practices 10736/290
46-47 City Actuarial Services 1 0!5/2006‘
48(iy [ Deferred Maintenance 10/5/2006
49 Disclosure (DPWG) 117221200
Disclosure (City Atiorney ' ‘
51 C.onﬁrmatio(n) ¥ 212112007
Disclosure (City Council o
52 Review Period) 2/21/2007
Disclosure (DPWG and
53 Audit Commitiee) 2/21/2007
54-57 Financial Reporting 10/30/20086.
57.1 Financial Reporting 10/5/2006
66 Forecasting/Projections 11/22/200
Information Technology —
71 Financial Reporiing 212172007
Systems
: Information Technology — -
73 £-Mail Systems 212112007
74 interest Aliocation 10/30/2006
82 Procurement 2/21/2007
84-85 Reconciliation of Accounts | 10/30/2006 &
89 | Risk Management 2/21/2007 e
| 86 Training 2/21/2007 W.




Additional Action Required |

Kroll Kroll Category Memo City City Mayor
ltem # Reference | Attorney | Council

SDCERS Financial R

07 Sesoring, 2/21/2007 }1 i

98 SDCERS iniernal Controls | 2/21/2007 %

o9 SDCERS.Actuarial Services | 2/21/2007 %3

" | SDCERS Investment -

100-101 Advisors. 212112007 e

103 City. Funding:of SDCERS- 212172007

106 City Funding of SDCERS" - | 2/21/2007

167108 | City Funding of SDCERS | 11/22/2006

107.1 .| City. Funding of SDCERS 1015/2006

-] ‘SDCERS Orgamzahonal
M3 Sieure DN | 212142007

-SDCERS Staff
114 i.Qualifications 2/21/2007

119 121 - 'SDCERS Board Structure 2/21/2007

Noies.

A. Establishment of a Charter Review Committee; part of the commlﬂees '
responsibiiilies inciute the iong-lerm Audit Commitiac plan :

8. City Attorney fo eliminate Financial Reporting Oversught Board (FROB) a
redundant to the new Audit Committee

C. Audit Committee to essume selecied areas. of responsibility for “whistleblower™

D

policies and procedures
improper influence Ordinance was submitted to the City Council by the Clty
Attorney on November 1, 2006; the City Council referred it to the Rules
Committee on November 13, 2006; the Rules Committee chair has returned
the Ordinance {o the City Atiorney for clarification
E. City Council action required to direct the City Attomey to modify the Municipal
Code to change the membership of the Disclosure Practices Working Group
(DPWG) and have the DPWG report periodically to the Audit Committee

- .

Internal control operating design is complete; operating effectiveness (testing)
to be periormed or compieted

G. Shori-term plan complete; long-term plan to be completed as part of Enterpnse
Resource Planning (ERP) project

H. Shori-term plan complete; fong-ferm plan scheduled for completion by

September 2007

The Mayor's proposed budget for fiscal year 2008 contains adequate funding

for training of personnel to ensure that they remain current on financial

reporting standards; City Council action required to approve the budget

J.  An amendment repealing the *“Waterfall” was introduced to tha City Council on
March 5, 2007; a second reading of the amended Ordinance is scheduled for
April 10, 2007; however, a memo dated April 5, 2007 requested the City
Attorney perform additional legal analysis prior to City Council action



N

Remedial ltems Completed or Substantially Completed

B. ltems Completed or Substantially Completed Durmq this Reporting

Period
| Additional Action Required |
Kroll Kroll Category ' Memo City City Mayor
ltem # g Reference | Attorney | Council |
‘ Organizational Structure PP = s G T
13-14* | (Comptrolier and Director of | 4/9/2007 ; : 5
B Financial.Reporting)
Organizational Structure
16-17 .(Staff Qualifications) . - 41972007
"|"Audit.Committee,  Formation ; " Note K ™
20 and Duties jwntten charter) 4/9/2007 ) -
Audit:Committee, Formation CNote K
22 ["and‘Duties (audit reguests) 41912007
_ ‘Audit Commiitiee;. Formation ) =
23" and: Duttes (mdependem 4/9/2007 Note K -
auditor retention) '
104 City Funding of SDCERS 4/9/2007
108-111 | City Funding of SDCERS 4/8/2007
= Furiher action is required via 2 Charier Chanpe
Notes:

K.  City Council action is required 1o approve the Audit Committes Charter

Remedial Category - Organizational Structure

13.  Establish the position of City Comptroller responsible for accouniing and financial
reporting, inciuding preparation of the CAFRs and reporting to the CFQO. (Pages
245, 246 & M-2)

14.  Establish the position of Director of Financial Reposting responsible for the
preparation of the City's periodic financial statements. (Pages 246 & M-2)

Status: Subsiantially complete. The City has assigned gualified personnel to serve in

the capacity of Comptroller (Deputy Comptrolier until the Chartér is amended)
and Director of Financia! Reporting (refer to items 16 and 17 beiow for staff
qualifications). City management believes the establishment of permanent
position of Comptrolier will require an amendment o the City Charler and
perhaps the Municipal Code.

Remedial Category ~ Staff Qualifications

16.

The Comptroller should have significant experience in governmental accounting,
including in the preparation of CAFRs in accordance with GASB and other
applicable accounting and financial reporting standards, rules and regulations;
should in particular be familiar with federal rules and regulations applicable 1o the



receipt of federal assistance and the issuance of pubiic securities; and shouid also
be competent to design, implement and operate an efiective sysiem of internal
controls over financial reporting and disciosure. (Page M-2)

Status: Substantially compiete (refer fo item 13 above). The City has assigned

Mr. Greg Levin the responsibiiities of Deputy Comptrofler. Mr. Levin has

~ experience in government accounting, including the preparation of CAFRs in

accordance with applicable accounting and financial reporting standards. He

is familiar with federai rules and regulations applicabie to the receipt of federal

assistance and the issuance of public securiies. Mr Levin also has

" experience with internal controls over financial reportmg and disclosure. See
Attachment A for Mr. Levin's resume.

17.  The Director of Fmanc:al Reporting would report to the Comptroller and would be
responsible for the preparation of the City's periodic financial statements. This
persan should also have experience in the preparation of the CAFRs in accordance
with GASB and other apphcable accounting standards, rules and regulations.
(Page M-2}

Status: = Substantially complete (refer to item 14 above) The City has assigned
Ms. Tracy McCraner the responsibilities of Director of Financial Reporting.
This position reports to the Deputy Comptroller. Ms. McCraner has significant
experience in government accounting, including the preparation of CAFRs in
accordance with applicable accounting and financial reporting standards. See
Attachment B for Ms. McCraner's resume.

Remedial Category — Audit Committee, Formation and Duties

20.  The Audit Committee should establish a written charter. (Pages 251 & M-6)

22, The Mayor, CFO, City Attorney and City Council should have the authority to make
requests of the Audit Committee and Auditor General (Internal Auditor) to perform
internal audits of material matiers thﬂy reasonabiy believe to be warranted. (Page

252)

23.  With the assistance of the CFO and Auditor General (Intemal Auditor), the City's
independent auditors wouid be retained by, report to and take direction from the
Audil Committee. (Page 252)

Status: Subistantially complete via Audit Commitiee Charler. The Audit Committee
approved a Charter, as well as Standing Rules for the Municipal Code and
Mayor's Statement of Operating Principles and forwarded them to the City
Council for consideration. City Council approval of these items is required.

Although the intent of items 22 and 23 above are addressed in the Audit
Committee's Charter, the Charter does not fully address all Kroll requirements.
For example the Audit Commitiee Charter does not state that the CFO can
make requests of the Audit Commitiee and Internal Auditor to periorm certain
augits. Additionally, the Charter does not state that the CFO or Internal
Auditor have input with the Audit Committee's selection of the City's
independent auditors. The Charter states that the Mayor shall provide



I. Remedial ltems Completed or Substantially Completed

appropriate consultation with the Audit Committez’s selection of the City's
independent augitors.

Remedial Category - City Funding of SDCERS

104.

Status:

108.

110.

111,

~ For purposes of calcutating annual funding requirements, the UAAL should

refiect a prudent view of economic reality and include within it the costs of the
Corbett settiement. {Pages 259 & M-11)

Substantially complete. SDCERS Board action approved and directed the
actuary to inctude the costs of the Corbett settiement and 13th check. The
Actuary report dated January 2007 contains these components in the UAAL.
The Actuarial VValuation Report was presented at the SDCERS board meeting
dated January 19, 2007. The link to the SDCERS board meeting agenda
follows:

hitp:/fwww.sdcers .ora/agendas/2007 fianuarv/bd admin 1 18 07.pdf
(refer to page 8, item IV.A. 1)

The January 2007 Actuarial Report can be accessed on SDCERS website at:

http://www . sdcers.org/imaaes/ndf/city of san dieao actuarial valuation repo
rt 1 12 07 ﬁnalpdf

—

In addition, the SDCERS Board has directed its actuary to complete an
experience study which will be presented to the Board in the winter of 2008.
This study will provide the Board with information to make further -assumption
decisions such as the appropnate discount rate and salary growth SDCERS
should use.

The City, in response fo the Report of the Pension Reform Committee,
amended the Charter io require net actuarial losses be amortized over a
period not longer than 15 years, net actuarial gains over a period not shorter
than five years, and that SDCERS use an amoriization period no greater than
a fixed, straight-line five years for each new benefit improvement. |t is
recommended that the City use the same period for amortization of both gains
and losses. (Pages 261 & M-12)

The plan's actuary should be engaged io develop a responsible funding
program that considers expected cash disiribulions and the obligations o new
and existing plan members. (Page M-25)

The Pension Reform Commitiee assessed the pension plans under funded
status and offered recommendations related o reducing or eliminating the
City's UAAL and reducing the ongoing annual costs related io the plan and
contingent benefits. The City should re-evaluate the Committee's
recommendations and, beyond those previously addressed in our Report,
consider enacting those that are appropriate that do not conflict with our
Remediation Plan. (Page M-18, M-18 & M-20)


http://www.sdcers.oro/aoendas/2007/ianuarv/bd
http://www.sdcers.ora/imaoes/pdf/citv

O N I B N

Status:

Compiete. At its March 18, 2007 Board meeting, SDCERS adopted a 20 year
amortization scheduie to pay off the current UAAL. As part of the motion, the
actuary was instructed to ensure that his calculation did not include any
negative amortization. In addition, the SDCERS Board adopted a 15 year
amortization schedule for all future gains or losses and a five year
amortization schedule for any new pension benefils approved by the City.
This will take affect for the June 30, 2007 actuarial valuation which will be
reflected in the City's fiscal year 2008 budget.

The Mayor has included a supplemental pension payment in his proposed
fiscal year 2008 budget to ensure no negative amorization and the beginning

payoff of the existing UAAL.




ll. Remedial Items in-Process

A. ltems In-Process Previously Reported

Kroll Item # | Kroll Category Memorandum Updated
Reference status?
43 Budgst Policies and Practices | February 21, 2007 Yes *
44 Budget Policies and Practices | October 30, 2006 No
52.1,52.2 Disciosure October 5, 2006 ‘No
58-58 Financial Reporiing November 22, 2006 Yes **
64-65 Financial Reporting {accruals) * | November 22, 2008 No
Information Technology, .
&7 Financial Reporting Sgétems February 21, 2007. Yes
75-78 internai Controls | November 22, 2006 No
79-80 Internal Controls November 22, 2006 Yes ™
81 Personneal : November 22, 2006 No-
83 Redevelopment Authority November 22, 2006 No
86 Reconciliation of Accounts Ociober 5, 2006 No
87 Retirement Benefits ggi%brﬁgsfzgoggos No
88 . Risk Management November 22, 2006 No
90, 95 Training November 22, 2006 No
102 SDCERS Financial Reporiing February 21, 2007 No
112 SDCERS Organizational February 21, 2007 No
120 | SDCERS Board Siructure | February 21, 2007 NO

*  see below

**  see Section Il

*** ltem was previously reported as complete; however, based upon further review and

discussions, item was moved back to in-process

Remedial Category - Budget Policies and Practices

43. In order o mainiain current service levels and address issues such as deferred
maintenance, the City must reduce expenditures by improving efficiency, increasing
the current revenue base, and seeking alternative revenue sources. (Page M-14)

Updated Status:

In-process. The Mayor's fiscal year 2008 takes the first significant
sleps towards reducing costs, improving efficiencies and funding the
eight significant areas identified in the Five-year Financial Outlook,
including deferred maintenance. While the fiscal year 2008 budget is
balanced as proposed, and the funding gap in future years has been
reduced, the City still has future budget challenges in order to meet its
obligations and stilt provide current service jevels.

The City’s first five-year financial plan was presanied io the Budget
and Finance Committee on November 28, 2006. The pian addresses
deferred mainienance, reducing expenditures wvia various methods,
such as, elimination of positions; business process engineering and
streamlining; employae benefit adjustmenis; debl refinancing; budget
clean-up; relezse of encumbered funds; transter of inactive fund



' batancés; establishing a property business improvement district;
feveraging city assets and managed competition. Revenues are
projected to increase through normal growth.

The Financial Outlook is only a tool to help produce a comprehensive,
iong-range analysis of the City's general fund revenues and
expenditures. The five-year financial outlook will be regularly updated
and will be used to assist with the preparation of the City's annual
budget. The plan can be accessed on the City's website at:

http:f{ww.sandieoo.ooif/mayor/;jdffﬁve vear plan 11 15.pdf

Remedial Category - Information Technology, Financial Reporting Systems

87. By June 30, 2007, evaluate the information technology needs of the City, including
benchmarking of existing systems against available systems suitabie for
management of the City's finances and the preparation of timely and accurate
CAFRs and budgets. (Pages 247 & M-3)

Updated Status: In process. On January 5, 2007 San Diego Data Processing

Corporation (SDDPC) issued a Request for Proposals (RFP) for the
Enterprise Resource Planning (ERP) system software. Two qualified
proposals were received by the proposal due date of February 9,
2007. The ERP System Evaiuation and Selection Commitiee are
expected 1o make a vendor recommendation to the ERP System Core
Project Executive Sigering Committas in the third week of April 2007.
Following the selection of the software vendor, a RFP will be issued
for a System Integrator. The System Integrator is expected to be
selected in June 2007.

B. ltems In-Process During this Reporting Period

Remedial Category ~ Auditor General, Establishment and Responsibilities

25.

26.

28.

28,

Create a new position of Auditor General (Internal Auditor) with responsibility for
internal audits of the City's internal controls, financial accounting, reporting and
disclosure; operations; and fraud, waste and abuse. This person wouid be

nominated by the Mayor and confirmed by the majonty of the City Council. (Pages
250 & M-5)

The new Auditor General { Imerna!‘Audiior) should report to the Audit Committee no
{ess than on a guarterly basis and periodically to the City Council and shouid submit
annually fo the City Council a public report of his/her activities. (Pages 250 & M-5)

The Auditor General (Internal Auditor) should report to the Audit Commitiee the
results of any investigation and disposition of such complaints. (Page 252)

1n accordance with the Infernational Standards for the Professional Practice of

Internal Auditing, the Auditor General (Internal Auditor) should establish risk-based
plans to determine the priorities of the internal audit activity. (Page M-17)



http://www.sandieoo.ODv/mavor/pdf/five

Il. Remedial ltems In-Process

The City should reguire the Auditor General (Internal Auditor) to adopt a

30.
comprehersive risk assessment and planning process that aclively addresses
financial reporting, accounting activities, and other issues. (Page M-25)

31. The Auditor General (Internal Auditor) should use a systematic and discipliined
approach based on a risk assessment to select audits. This risk assessment shouid
be completed at ieast annually. The department should evaluate and contribute to
improving risk management, controls, and govemance processes. (Page M-17)

32. The department should bese audit plans on both subjective analysis of comments
from management and objective analysis of financial and operating data. (Page M-
25) -

34. Elected officials, their stafi, and the City's senior managament must be considered
by the internal audit function. (Page M-17) -

Status: In-process. The long-term plan for completion of the internal Auditor Kroll

remediation items wili require a City Charier change. In the meantime, the
City has implemented an interim solufion. On March 26, 2007 the Mayor filled
the position of internal Auditor on an interim basis. This posiion will be
staffed by Mr. Kyle Elser an existing City employee who has irteral audit
experience and qualifications. Refer to Attachment C for Mr. Elser’s resume.

Additionally, the City has an open joh announcement for an internal Auditor to
fill this position with an understandlng that the repomng responsibiiities of the
internal Audit position may change with Clty Charter amendments, The
interim Internal Auditor will report to the Mayor and will meet with the City's
Audit Committee no less than on a quarterly basis and periodically with the
City Council as needed and will submit annually io the City Council a public
report of his/her activities. Additionally, the intemal Auditor will present to the
Audit Committee the results of any investigation and disposition of such
.complaints. Procedures will be esiablished for reporting to the Audit
Committee any information that is prohibited from public disclosure. During
the interim period, the Internal Auditor will focus on performing a Citywide Risk
Assessment in accordance with the International Standards for the
Professional Practice of Internal Auditing, and develop audit plans based on
the assessment. The assessment will include financial reporting and the
City's internal controls over financial reporting.

Remedial Category - Disclosure

50.

60.

The City should assign the responsibilities for preparing public documents and
filings to the appropriate City employees. Ultimate responsibiiity ior preparing these
City documents cannot be assigned to the independent auditor, disclosure counsel,
fiduciary counsel, aciuary, or other professionals. (Page M-25)

City schedules requested by the external audiiors should be prepared and internally
reviewed before the audiiors begin work. As part of a sound financial reporting
system, the City should prepare supporting schedules and detail for all maijor
accounts and transactions during the monthly ciesing process. (Page M-17)

10



61.

The City should report es part of its annual CAFR staff's best estimate of material

paymenis it will be required to make for each of the next five years and in aggregate
thereafter, as a result of contractual commitments or other commitments the City
reasonably intends to fulfill. This includes expected pension payments, retiree
health premium payments, capital expenditures resulting form contractual
commitments; maierial contractual commiiments in excess of one year; deferred
maintenance to extent qualified; and debt and lease obligations. (Page 254 & M-8)

Status: In-process. [nterviews with process owners and documentation of internal

controls are occurmng.

Remedial Category — Training

81.

8z.

83

MWWD employees should receive special training directed at ensuring the City
complies with ail contractual reguirements, laws and regulations and reporting any
noncompliance to the appropriate individuals or entities. (Pages 247 & M-2)

Tailored training for all individuals who are currently employed by the City who were
members of the Metropolitan Wastewater Depariment at any time from 1995 to
2004, the period of the City's noncompliance with its SWRCB grant and loan
covenants and its violation of the Federal Clean Water Act should also be
developed. The Mefropolitan Wastewater Department employees shouid receive
special training directed at {i) ensuring the City complies with all contractual
requirements, laws and regulations, and (ii) reporiing any noncompliance io the
appropriate individuals or entities. (Pages M-2 to M-3)

The City should educate the employees responsible for recording sewer invoices on
how to identify the appropriate supporiing documentation for Municipal and

Metropolitan allocations in order to reduce the lkelihood of significant

misclassifications. (Page M-22 & M-23)

Status: in-process. Darlene Morrow-Truver, Deputy Director, MWWD, has initiated

94.

efforts on Kroll remediation for items 81-83 and is on schedule to compiete the
ilems by the established due date of July 2007.

Training of City staff and elected officials regarding their disclosure obligations
under federal and state securities should be conducted no less frequently than
every two years. {Pages 262 & M-13)

Status: in-process. Certain elected officials received disclosure fraining related to

obligations under federal and state securities on March 5, 2007. The training
was provided by outside consultant, John McNally of Hawkins Delafield &
Wood LLP. in addition, on Aprit 9, 2007, {raining will be provided by the City's
independent auditors, speciiically Jim Godsey of Macias Gini and O'Connell.

For City staff a two-pari training session will be conducted by Mr. McNally on
April 25 and 26, 2007. The session on Aprit 25, 2007 is for Executive Team
and Community & Legislative Services siafi, The session on April 26, 2007 is
in addition to the training on April 25, 2007. The Executive Team and
Community & Legislative Services staff are requirad to attend both sessions.
in addition, the April 26, 2007 training session is aiso for anyone in the

11




ll. Remedial ltems In-Process

depariments that directly or indirectly contribute to preparing or reviewing
language that becomes part of the City's or an Agency's disclosure, with 2
particular focus on offering documents.

Appropriate policies and procedures are in the process of being amended to

- require that disclosure obligations training under federal and state securities
be conducted no less frequently than every two years.

12



Attachment C

Kyie S. Elser, CPA, CLA
Work (619) 235-5805. Email: KElser@sandieeo.gov

PROFESSIONAL EXPERIENCE

City of San Diego

Payroll Manager (Principal Accountant) Oct 2005 - Present

¢ Supervise eight staff members responsible for administering the City of San Diego’s
biweekly payroll, quarterly payroll tax returns and annual W-2 Forms.

Internal Audit Supervisor (Principal Accountant) Jan 2001 - Oct 2005

s Assisted in the development of the annual audit plan for the intemal audit section.

¢ Supervised eight staff members in performing the internal audit plan. )

¢ Reviewed workpapers and prepare audit reports for the Audit Division Manager's signature.

¢ Performed vanous audits and other projects while supervising intemal audit section,

Inrernal Auditor (Accountant II, Accountant I11) Aug 1996 - Jan 2001

Performed interna) audits to determine Departments’ compliance with laws and regulations.

Reviewed internal controls to ensure City assets were properly utilized and safeguarded.

Made recommendations 10, correct internal control weaknesses identified.

Perforined contract compliance audits with the various City vendors and City agencies.

Performed operational audits and made recommendations 10 increase process efficiencies.

Performed andits to ensure Ciry Departments were accurately reporting annual performance

measures.

External Revenue Auditor (Accountant Trainee, Accountant I) Jan 1995 - Aug 1996

¢ Performed hotel tax, franchise tax, business license tax, and rental unit tax audits.

“ - > o &

>

Kornfeld & Levy, CPA’s

Accountant ' Feb 1988 - Jan 1995
¢ Performed professional accounting work preparing full disclosure financial statements.

¢ Prepared corporate, partnership, individual and payroll tax returns.

EDUCATION
Humboldt State University . Graduated May 1987
B. S., Business Administration, Emphasis: Accounting :
Special Minor: Speech Communication

.\ ~ CERTIFICATIONS
¢ Received Certified Public Accountant certification April 1999.
¢ Received Certified Intermal Auditor certification May 1998,



mailto:lser@sandieoo.gov

1988-1995 City of San Diego-Auditor and Comprroller’s Office

Accountant

¢ Prepared the General Fund revenue and expenditure analysts.

s ' Responsible for the General Fund payments, Council Actions, Manager
Actions and budget adjustments and year end fimancial statement
preparation. ' ‘ _

s Responsible for all Mayor and Council department anaiysis, data
processing projections and special fund budgets.

= Responsible for all out of town travel and in town meetings expense
review and monthly and quarterly reports to Council.

EDUCATION
San Diego State University: Bachelor of Science Degree in Accounting

References available upon request.




Attachment B

. e Responsible for the oversight and approval of the calculation of the City’s
departmental and federal overhead rates, and cental senvice department
billings to Enterpnise funds for FY 2001 throngh 2006.
» Oversight of the transportation and park and recreation grant program.
« Oversight and review of the preparation of the Annual Streets, Tidelands
and State Controller's Reports for fiscal years 2001, 2002 and 2003.

1600-2001 City of San Diego-Auditor and Comptroller’s Office
Accountant IV-Accounting Operations/CIP/Cost
s« Managed 34 accountants and one account audit clerk. Reviewed all
daily, monthly and year end work, financial statements and interim
reports. Prepare staff performance plans and evaluations.
s Managed the compilation of the City’s CAFR for fiscal year ending June
30, 1999. Coordinated weekly meetings with outside auditors, managed
staff responsible for financials and footmote preparation.
s Responsible for the CIP budgets of all governmenta! projects city-wide,
. fund cenification, project maintenance, capitalizations, efe.
« Responsible for first line review of the General Fund monthly revenue and
expenditure analysis.
» Responsible for the Capital Projects and Debt Service sections of the
CA¥R for FY 2000 and 2001,
‘ « Responsible for the City’s blended component unit financial statements
. . _ for the Facilities Equipment Leasing Corporation, Open Space Park
. Facilities District, Convention Center Corporation and Public Facilities
Financing Authority.

1995-1999 City of San Diego-Auditor and Comptroller's Office

Accountant [[I-CIP Cost Section

e Supervised 2 accountants and one account avdit clerk, immmediate
supervision, daily hands on reviewer, provided input to performance
evaluations 10 Accountant IV,

s Implementation team member for the new Fixed Asset Managernent
System (FAMIS) and was responsible for overseting the transition and
reconciliation of all governmental asset data from the old fixed asset

system to FAMIS.

e Responsible for the compilation of the General Fixed Asset Account
Group (GFAAG) for CAFR’s FY 1995-1999.

s Responsible for the Capital Outlay, Police Decentralization and bond
funds for FY 1995-1999, '

- = Responsible for the buildings and improvements for al] City of San Diego
governmental projects, and related CIP budges.

+ Responsibie for the special assessment debt funds for the City.



\

TRACY M MCCRANER

{7601599- 0036 mecraner@sandieco.gov

OBJECTIVE

. A senior management accounting position with a jarge governmentai enuty focusing on financial

2006 - present

2001-2006

reporting and analysis

PROFESSIONAL EXPERIENCE

City of San Diego-Auditor and Comptroller’s Office
Principal A ccountant-CAFR/Accounting Operations

Assigned as project manager to lead the CAFR team in the completion of
the City’s 2003 CAFR audit by KPMG, as well as the FY 2004 and 2005
CAFR audits with Macias Gini. Lead approximately 10 professional staff
1o ensure the completion of the City’s 2003 annual report while also
maintaining the continued progress of the City’s 2004 and 2005 audiss.
Managed approximately 17 staff within the Accounting Operations and
Accounts Payable sections of the Auditors office. This team was
responsible for centralizing all payment review and approval processes
city-wide, and successfully decreased payment turnaround tumes froma 5
day average to a 2 day average within 6 months of implementation.

City of San Diego-Auditor and Comptroller’s Office
Principal Accountant-Accounting Operations/CIP/Cost

Managed 8-12 accountants and 4-7 account audit clerks. Reviewed daily,
monthiy and year end work, financial statements, interim statements,
coordinated staff activities, and prepared annual and probationary
performance evaluations, '

_ Responsible for the coordination and compilation of the City’s

Comprehensive Annual Financial Report {CAFR) for fiscal vears (FY)
ending June 30 2003, 2004 and 2005.

GASB 34 implementation team member, enswed June 30, 2002 CAFR
was in compliance with all GASB 34 requirements related to capitalization
of infrastructure, depreciation on governmental assets, and long term
liability adjustments to governmental debt. Was responsible for the hiring
of outside consultant 10 assist in the valuanon of all city-owned
infrastucture and lead a team of City departments to ensure accurate
reporting of all infrastructure assets.

Supervised the preparation of the General Fund revenue and expenditure
analysis, provided monthly reports 1 the City Manager/Mayor and City
Council.

Supervised the accountants in charge of Generz] Fund, TOT, Emergency
Medical Services, Public Liability, and Capiial Improvements Program
(CIP) budgets.



Attachment A |

PO Box 125068 ‘ L T ) .
San Dicgo, CA 92112 Gregory Levin, CPA el 619-183-0525

Korn/Ferry Futurestep, Sherman Oaks, CA

Project Analyst : 6/1999-4/2001
» impiementing and Managing communications server and database of
700,000 candidates. :

*  Working as Community Events Manager (Discussion Boards and Chats).
» Performing quality assurance on corporate and client websiies.
*  Technical liaison between retention marketing proup and IT department.

Education

Bachelor of Arts - Business Economics - Accounting
University of California at Santa Barbara
Coursework included Accounting, Monetary Economics, Personnel Economics and Finange,

Certifications & Other Experience

Certified Public Accountant, State of California License #90699
CPR certified
Outward Bound

Colorado Schoo! of Leadership and Survival Training
»  21-day wilderness leadership course

-----

G/L accounting, Cost Accounting and Compliance Review, Financial Reporting Budget and GAAP,
Microsoft Word, Excel, Access, Adobe Photoshop, Paint Shop Pro, Adobe Illustrator, Internet Proficient,
MS Outlook Enterprise Email Software, Basic HTML, NT 4.0 Server Management

Recent Training

Completed continuing professional education in the following areas:

Bisk:

Imernal Control and Fraud in Government Engagements 82006
CFOA:

GASB review 172006
Satellite Update 11/2004
Satellite Update : 42004
A _ ‘

Sarbanes-Qxley: Process Improvement Workshop 872005
Sarbanes-Oxiey Primer: Charting Your Course 6/2003

References and additional experience are available upon request



- PO Box 125068 Co : o,
Sen Diego, CA 92112 Gregory Levin, CPA Cell: 619-793-0525

‘xperience

City of San Diego Auditor & Comptroller, San Diego, CA

Financial Operations Manager 5/2006-Present
1 am the Principal executive responsible for the operations of the Comprroller
division of the Auditor & Comptrolier’s office. My responsibilities inciude accounts payable,
comptrolier sysiems, capital asset accounting, debt accounting, fund analysis, redevelopment

accounting and financial reporting. Duning this time 1 have been responsible for direct
oversight of the production of City’s Comprehensive Annual Financial Report, including the
successful completion of the City's 2003 CAFR. This report was delayed as aresult of
numerous political, legal and compliance challenges facing the City. These challenges were
related to the under funding of the City’s pension system and misappropriation of enterprise
fund assets which took place over a period of approximately 20 years.

*  Directly supervise eight Principal Accountants and indirectly supervise 635 employees

* Oversaw the implementation of a financial reporting system.

Principal Accountant . ' 5/2005-512006
Working under the Auditor & Comptroller, T was responsible for the oversight and
management of the Audit and Systems divisions of the City of San Diego. My responsibilities
included, revenue auditing, internal auditing, performance auditing and the implementation of d
a data warehouse, In this capacity, I oversaw the production of the Auditor and Compiroller’s
First Annua) Report on Internal Controls. This report was a comprehensive citywide risk
assessmci o fnancizl reporting controls using the COSO framework Thereport wasa
foundation for remediation efforts related to correcting the financial reporiing imegularitizz
previously experienced by the City. ’
. » Directly supervised three Principal Accountants and indirectly supervised 14 employess.

Santa Barbara County Auditor~Controller, Santa Barbara, CA
Accountant - Auditor 3 3/2004-5/2005
*  QOverseeing junior staff on audits and reviewing their work. '
* Performing financial, operational and compliance audits.

» Performing internal control reviews,

*  Preparing audit and review reports.

* Planning and developing audit and review methodologies.
Accountant - Auditor 2 ' 9/2003-3/2004
* Performing financial, operational and compliance audits.

*  Performing internal contro] reviews.

» Preparing audit and review reports.

Accountant ~ Auditor'l 8/2002-9/2003
*  Performing financial, operational and compliance audits.

UCSB, Santa Barbara, CA

Information Systems Analyst - 4/2001-4/2002
* Providing technica) support to administrative staff.
e Researching and evaluating hardware and sofiware applications.
* Providing technical support for deskiops, server applications and hardware.
= Installing network and server components.
. . *  Creaung iliustrations and schematics of the Facilities Fiber Optic Network.

References and additional experience are available upon request



Hi. Timeline Modifications

implemented. By the fime the ERP system is implemented, the
City should be current on audits of its CAFRs and should have
sufficient resources to focus on intemal controls over financial
reporing.

Additionally, the nature and structure of the City's internal controls-

are anticipated to change (and be enhanced) es a result of ERP
implementation.  City management believes that documenting
and assessing internal controls for the new ERP system will add
significantly more value than documenting and assessing internal
controts for the current accounting system that is more than 30
years old and is planned to be replaced in the near-term.

Remedial Category internal Controls

79.

80.

The City has taken a number of steps to quantify the impact and cotrect its
financial statements resulling from deficiencies in internal controls related to
capital asset accounting. The City should continue to monitor the internal
controls over these areas 10 -ensure that potential.errors in the future are
detected and corrected in a timely manner. (Page M-20)

A number of deficiencies in the internal controls related to accounting for

accounie recaivabls ware identified. The Citv should develop and implement
policies and procedures to reconcile, support, and review period end accounts
receivable balances. (Page M-21 & M-22)

Updated Status: The original complétiori date of June 2007 will not be met for full

remediation of these items. Kroll items 78 (capital asset
accounting) and 80 (accounts receivable reconciliations) both
contain numerous subprocesses which are being prioritized
based upon intemal control importance.

‘The City's capital asset accounting process resulteg in 20
restatements to the CAFR for the fiscal year ended June 30,
2003, As a result, this area requires more attention and therefore
more documentafion than other areas.

The City's accounts receivable balance is comprised of data from
many different sub-systems. Each sub-sysiem may require a
unique reconciliation process which translates into documenting
more subprocesses.

14




Due io unanticipated Auditor and Comptralier Office resource reguirements related to
supporting prior year Comprehensive Annual Financial Raports (CAFRs) audits and due
to staffing shortages on the Kroil remediation team, some of the important Kroli
remediation itemns related to financial reporting will not be completed by the due dates
stated in my memorandum dated August 24, 2006. At the time my memorandum was
issued, the City expected that audited CAFRs for fiscal years 2003-2005 would be
issued by February 16, 2007.

The 2003 audited CAFR was not issued untl mid March 2007 and the 2004-2005
CAFRs have notf been issued to date. Auditor and Comptroiier staff resources that were
planned to assist with Kroll remediation efforts will not be available until the City is
current with audited CAFRs.

Some of the more significant Krofl items impacted by timefine modlﬁcaﬁons are
 discussed below.

Remedial Category - Independent Auditors

36. A reputable independent auditing firm should be retained by the City's new
Audit Committee which should in_connection with .the annual audit of the
financial statements of the City for the fiscal vear ending June 30, 2008.
conduct .an audit of the Citv's intemal controls (emphasis added). (Pages 248,
M-3 & M-4)

Remedial Category - Financial Reporting

58. The Mayor and Chief Financial Officer should annually inciudé in the City's
CAFR a signed management report on the financial staterments and disclosures
which include a statement of the City's responsibility for establishing and
maintaining an effective system of ‘internal control over financial reporting and
disclosures; 2 statement setting forth the Citv's assessment of the effectiveness
of the internal controls (emphasis added); a statement that besed on their
knowledge, the CAFR does not contain any untrue staternent of a material fact
or omit 1o state a maierial fact necessary to make the CAFR not misleading;
and a statement that the financial statements and other information included in
the CAFR fairly present in all material respects the net assets and activities of
the City for the period.presented. (Pages 248, 249 & M-4)

59.  The chief executive officer and principal accounting officer of each component
unit of the City should include annually with its stand alone financial statements
a signed manaoament report substantially in the form described for the Mavor
and CFQ (emphasis added). (Pages 249 & M-4)

Updated Status: Updated status relates to the areas of .ilems 36, 58 and 59 that
are underiined above. The audit of internal controls by an
independent auditing firm is directly refated to City management's
assessment of the effectiveness of internal controls.  City
management believes zudit of the City's internal controls by a
reputable independent auditing firm shouid not take place untii the
City's new Enierprise Resource Planning (ER”) system has been

13



OFFICE OF MAYOR JERRY SANDERS
CITY OF SAN DIEGO

MEMORANDUM
Date: February 21, 2007
To: Honorable Members of the City Council
" From: Mayor Jerry Sanders 9L_,/
Subject: Kroll Remediation Stafus Report Number 4, prepared for

March 5, 2007 Counci! Meeting

This is the Fourth in a series of status reports regarding Kroll Remediation efforts. To date,
approximately 83 or 44% of the 121 Kroll remediation items have been completed, or are
substantially complete and more than 25 additional items are in-process. Previous status
reports were issued on October 5, 2006, October 30, 2006 and November 22, 2006. On
March 5, 2007 my siaff will maet wnth you {o discuss the following:

Attachment 4

» Status of remedial items completed as of February 16, 2007 .
o Status of remedial items in-process as of February 16, 2007
« Revisions {o the Disciosure Practices Working Group

. The status of ali Kroll remediation items will be provided to Mr. Stanley Kelier, Independent
Monitor, for observations and comments. Any conclusions made by him will be provided to
the Ctty Council for its review.

Cc: City Attorney
Chief Operating Officer
~ Chief Financiat Ofiicer
Stanley Kelier, Independant Monitor
independent Bucgnt Analyst
SDCERS
John Dyer

Attachment A - CFO Resume
Attachment B8 - City Attorney Reporl Regarding Remeadiation Measures Raquiring Changas

1o the Cily Charer, and Relaled Mafiers
Attachment C - Establishment of a Charter Review Commitize
Attachment D - Disclosure Practices Working Group Conirols and. Proceduras
Attachment £ - Status of Kroll Remediation items Invoiving SDCERS



l. Remedial ltems Completed

A. ltems Previously Reported Complete

A—Audit-Committeeto-assume-seiected-arazs of responsibility for“whisticblower”

policies and procedures
B. City Council action required o direct the City Attorney to modify the Municipal
Code to change the membership of the Disclosure Practices Working Group
(DPWG) '
C. infernal control operating design is compiste; operating effectiveness (testing)
to be performed '

Additional Action Required |’
Kroll Kroll Category Memo City City Mayor
ltem & Reference | Attorney | Council
7-12 Organizational Structurs 10/5/2008 R sy
Audit Committes — ' i ;

24 Formation and Duties 10/30/2006 §

: {whistieblower procedures)
4'5 Budggi Poiicies and 10/30/2006

Practices

46-47 City Actuarial Services 10/5/2008
48(i) Deferred Maintenance 10/5/20086
49 Disciosure (DPWG) 1172272006 |
54-57 Financial Reporting 10/30/2006 |
57.1. Financial Reporting 10/5/2006
66 Forecasting/Projections 11/22/2006 g
74 Interest Allocation 10/30/2006 §
84-85 Reconcifiation of Accounts | 10/30/2006 §
107-108 | City Funding of SDCERS | 11/22/2G06 g

[107.1 City Funding of SDCERS 10/5/2006 B
Notgs:




I. Remedial ltems Completed

B. ltems Completed During this R’eoorﬁnq Period

o Additional Action Reguired
Kroll Kroll Category Memo City City Mayor
ltem # Reference | Attorney | Council
1-6 Oversight Monitor 2116/2007 (EEGE S n e
15 Staff Qualificaiions 2/16/2007 N e

Audit Commitiee — _ arae

18 Formation and Duties 2/16/2007 A
{Long-Term Plan) e
Audit Commitiee -

19 Formation and Duties 211612007
{Eiiminate FROB)

Audit Committee — -

21 Formation and Duties 2/186/2007
{Scheduied Meetings) '

42 Ethics 2/16/2007
Budget Policies and

43 Practices A 2/16/2007
Disciosure (City Attorney

51 Confirmation) 2/16/2007

5o D!St‘:losure { City Council 2H8/9007
Review Pariod)

! Disclosure (DPWG and :
/ 53 Audit Committes) 2/16/2007
information Technology —

71 Financial Reporting ' 2/16/20G7
Sysiems ]
Anformation Technology — r

73 £-Mail Systems 211612007

B2 Procurement 2/16/2007

89 Risk Management 2/16/2007

98 Training 2/16/2007

97 SDC:RS Financial 211512007
Reporiing

98 SDCERS intarnal Controls | 2/16/2007

89 SDCERS Actuarial Services | 2/15/2007
SDCERS Investment .

100-101 AdVISOrs - 2/16/2007

103 City Funding of SDCERS 2/16/2007

106 City Funding of SDCERS 2/16/2007

113 SDCERS Organizational 5/18/2007
Structure

114 SDCERS Siaff 211612007
Qualifications

1449121+ SDCERS-Board- Structure—2/16/2007




1. Remedial Items Completed

Establishment of a Charter Raview Committes; part of the commitiee’s
responsibilities incluge the long-term Audit Commitiee plan

City Attorney to efiminate Financiat Reporting Oversight Board (FROB) as
redundant to the new Audit Committee

Jmproper influence Ordinance is with Rules Committee for action

City Council to review budgst in April 2007

internal control operating design is complete; operating efiectiveness (iasting)
to be performed

Continued by City Council

Shori-tarm plan complete; long-term plan to be compieted as part of ERP
project

Shori-term plan comp!ete long-tarm plan schedulad for complation by
September 2007

Financial training budget to be submitied to City Council as part of midyear
budget adjustment _

The repeal of “Wateriall” is in the process of being docketed with City Council

Remedial Category -~ Oversight Monitor

1.

Appoint a Monitor {o overseg the implementation of and compliance with the
Remediation Plan. {Pagses 283 & M-14)

The Monitor should be selected by the Mayor in cdnsuita_tion with the City Council
and subject to the approval of the S=C and shouid be an independent parson of
suitable standing, |nd=peno°nce and gxparience for the assignment. {(Pages 283 &
M-14) :

4.1

The-Monitor _shou‘ld have complete and unfattered access o all City and SDCERS
personnel and records. (Pages 263 & M-14)

The Monitor should make guartarly reports to the City and the SEC on the City's
progress. (Pages 263 & M-14)

City Moniior quader}y.reporfs should be made pubiic in an appropriate manner
including on the City’s website. (Page M-14)

. The Monitor should sarve a term of no less than three years and should be provided
adequate resources io carry out the duties of his office. (Pages 263 & M-14)

The SEC should have the right, upon request, to ex;ﬂand the scope of the Monitor's
duties following consultation with the City, (Pages 283 & M-14)

Status: Compigte. On January 16, 2007, the City Council approved a

recommeandation to hire Mr. Stanley Kelier to provide the City with

independeni-Menitoring services-called-outinihe-Sacurity-and-2xchangs

Commission's (SEC) order as well as in the Kroll report. In performing his
work, the Monitor wilt have complete access to all City and SDCERS
personnel and racords. The Menitor was hired for a three ysar term and his



| l. Reme_dia_l !ter_ns Com_pleted

agreement with the City calls for annual reports to the City and the SEC. The
First report is due 120 days following the approval of the agreemant by the

City Council. .

The announcament of the City's hiring of Mr. Keller for independent Monitoring
services is on the City’'s website at the following address:

htin:/Awww sandiszao.qovimavoripdi/kellar staiemant 1 46.ndf

Remedial Category — Staff Qualifications

15. " The CFO should have significant experience with governmental eperations,

' including accounting, financial reporting and applicable disclosure standards, rules
and regulations. The CFO should in particular have experience in the preparation
of a CAFR in accordance with governmental accounting standards and offering
statements for a municipal issuer. (Pagss M-1to M-2)

Status: Complete. The City hired its first-ever CFO, Mr, Jay Goldstone, who started
on January 23, 2008. Mr. Goldstone has significant experience with
government operations, including accounting, financial reporting and
applicable disciosure standards, rules and reouiatlons See Attachment A for
Mr. Goldstone’s resuma.

Remedial Category — Audit Committee Formation and Duties

18.  The City should esiablish a three member Audit Commities comprised of two
members from the public and one City Councit Member. The public members

would-be-nominated-by-the-Mayor-and-confirmed- by the City Councﬂ“(Pages 251&
M-5)

Status: Shori-term action compiete. My memorandum to the City Council dated
October 31, 2006 had a long-term and short-term plan for the Audit
Commiitee. A long-term plan is required because a City Charter change is-
necessary to fully meeat the Audit Commitiee recommendations identified in
item 18 above. Rafer to Attachment B for the City Attorney's letter dated
September 1, 2006, regarding Kroll Audit Committee conflicts with the City
Charter. The City recently established a Charter Review Committee (referto .
Atiachment C). One of the arsas the committze will focus on is “What Charter
modifications are necessary to implement the Kroll recommendations and
other financial reforms?”

On December 6, 2008 the City Council directed the City Atiorney to prepare
. an ordinance to ameand the Municipal Code to form an interim audit
commitiee. The City Council approved the establishmant of a temporary Audit
Commitiee on. January 8, 2007 (Council item 332b). Additionally, the Council
confirmad. the appointments.of three Council. members {othe .tampozar_y,audii

committee (item 333).



http://www.sandieoo.oov/mavor/Ddf/ke%5bler

19.

l. Remedial ltems Completed

- City Council meetmg results for the above referencead items can be found on
~ the City's website at the following address:

htto:ficlerkdoc. sannat.aoviWebsite/council-mesting-rasults

The City's Financial Reporting Oversight Board shouid be 2liminated as redundant

'to the Audit Commitiee, (Page M-8)

Status:  City Council action complete. At its December 8, 2006 City Council meating,

21,

the Council directed the City Attorney to eliminate the Financial Reporting
Oversight Board (FROB) as redundant to the temporary Audit Committee.

The City Attorney’s Office is planning to complete this action with other code
changes which would reassign the FROB responsibilities, and define the Audit
Committee responsibilities further. Anticipated completion daie is April 2007.

The Audit Committes should meet quarierly, or more ofien if necessary, with the
City's indepandent auditors, the City's Auditor General and the CFO. (Page 252)

Status: The Council amended the Meetings of the City Council and Standing

Commitiees for the pariod January 1, 2007 through Decamber 31, 2007 to
add the Audit Committee (Councl item 332¢). Ten mestings are scheduled
for calendar year 2007. '

City Council meeting resuits for ihe above referenced item can be Iound on
the City's website at the foliowing address: :

htto:/icierkdoc.sannat.aoviWebsita/council-meeting-resuits

42.

Remedial Category - Ethics

To discourags any improper influence of the professionals who sarve as
“gatekeepers” 1o the public financial reporting procass of the City, the Municipal
Code shouid be amended to add criminal penalties for such conduct. It should be
unlawful for any elected official, or employee of the City, or anyone acting undar
their direction, to take any action to corruptly influence, coerce, manipulate or
mistead any independant certifiad public accouniant engaged in the performance of
an audit of the financial statements of the City or its component units, or ouiside
legal counsel performing services for the City in connection with an offaring
statement of the City, or any actuary performing an actuarial valuation in connection
with the preparation of the City's or SDCERS’s CAFRs, or employess of a bond
rating agency parforming a credit rating of the City's bonds. (Page M-8)

Status: City Attorney action complete. The City Aftorney prepared an ordinance and

submitted it for City Council Actton on November 1, 2006. On November 13,
2006, at the Special City Council Financial Hearing, the ordinance was
referred to the Rules Committes.The Rules. Committee_is.currently.

coordinafing with the City Attorney’s Office fo docket the item. The ordinance
should be reviewed at a2 February or March Ruies Commitiee meeting.



l. Remedial items Completed

Remedial Category — Budget Policies ahd Practices - 7[
M TV

43.  Inorder to maintain current service ievels and addrass issuzs such as defarred
maintenance, the City must reduce expsnditures by improving efficiancy, increasing /4} é/
the current revenue base, and seeking alternative revenue sources. (Page M-14)
‘ In -preeess
Status: Mayeretactiomreometete, Supporting data described below will be
included in the 2008 budget to be submitted to the City Council on April 13,
2007.

| presented the City's first five-year financial plan to the City Council on
Novamber 28, 2006. The plan addresses deferred maintenance, reducing
expenditures via various methods, such as, elimination of positions;
business process engineering and streamlining; employze benefit
adjusimeants; debt refinancing; budget clean-up; release of encumbered
funds; transfer of inactive fund balances; establishing a property business
improvement district; leveraging city assets and managed competition.
Revenues are projected o increase through normal growth.

| realize that the Financial Outlook is only a tool to help produce a
comprehensive, long-range analysis of the City's general fund revenuss
and expenditures. The five-year financial outlook will be regutarly updated
2nd will be usad to assist with the preparation of the City’s annual budget.
The plan can be accessed on the City's website at:

htto://www.sandieqo.covimavor/odiffive vear plan 11 15.pdf-

—Remedial-Category=-Discilosure

51. The City Attomey or City Attorney staff member should collest information relevant
to public filings and bond offerings and should confirm, in writing, the accuracy of
this information in the City's public documents. (Page M-25)

tatus: Complete (internal control operating effectivenass to ba tested upon the
City's issuance of public filings or bond offerings). The Disclosure
Practicas Working Group (DPWG) adopted Controls and Procedures in
Octobar 2005 (refer to Atiachment D) that require the City Atiomey’s Office
to collect information relevant to public filings and bond ofierings and to
confirm, in writing, ihe accuracy of this information,

52.  The City Council should have at least two weeks to review substantially compietad
drafts of a preliminary offering statement before it is asked {o vote to approve the
final document. (Pages 283 & M-14) '

Status: Complete. The DPWG adopted Controls and Proceduras in Qctober 2005

e that require it to_provide the_City Council.over two wesks of review time_. .
before the City Council is asked to approve final offering documents,
Refer to Article VI of the DPWG Controls and Procedures which are
iricluded as Attachment D. .



http://www.sandieao.oov/mavor/Ddf/five

[. Remedial items Completed

In the most recent offering statements {Ballpark Refunding and Water
System Financing), the City Council was provided with over three weeks of
review fime. Documentation of ovar three weeks of lsad time is inciuded in
the following Indapendant Budget Analyst (IBA) Reports.

» IBA Report Number: 07-7, Refunding of the Ballpark Bonds
+ iBA Report Numbar: 07- 8 Suboerdinated Water Revenue Notes, Series
2007A .

53. The DPWG should report to the City's new Audit Committee. (Pages 249 & M-5)

Status: Mayoral task complete. The Mayor's Office previously submitted &
‘Request for Council Action that the City Council direct the City Attorney to
amend the Municipal Code for certain changes to the DPWG (refer to
Council item 330 and my memorandum dated Novamber 22, 2006). At the
December &, 2005 Council meeting, the item was continued until the
independent monitor/consuliant is hired and could provide input.

| recommend that the Council add the raquirement to item 330 that the
DPWG meset periodically (on an as needed basis) with the City's new Audit
~ Committee to discuss the City's disclosure controls and procedures.

Remedial Category - Information Technology, Financial Reporiing Sysiems
71.  The City.should implement and utilize an automatad financial reporiing system to

prepare the financial statements and complste the year-end clesing. The City
should maintain documentation supporting adjustmﬂnts to facilitate the review of

fina ncxai*data-—(PageM =15)

Status: Short-term plan complete. To facilitate automated financial reporting and
financial documentation, the City completed the production phase of the
data warghousing and business inteliigence project on January 3, 2007.
The application can be accessed via the following link:

hiin/fintra.sannst.oovibusinessobiacis/legon.do

The long-term plan to remediate Kroll item 71 is the implemsaniation of an
Enterprise Resource Planning (ERP) system. Refer fo item 67 in
section IL. '

Remedial Categofy - information Technology, E-Mail Systems
73.  All City "Post Offices” should be centrally operated, maintained, and backed up.

Consoligating systems and pearsonnal will improve economy and ease maintenancs.
It willa!so_ensure.consisisnt data retention sysiems, policies, and proceduresare_

used for City information. (Page M-26)



[. Remedial Items Completed

Status: Short-term plan compiete, The short-term plan wes to update the e-mail
records ratention policies. The long-term plan is the migration of the City's
e-maif systems to Microsoft Qutiook/Exchange and into one centrally ‘
managsad system. The original dus date for Microsoft Outlook/Exchange and .

cne cenirally managed system was June 2007. This has been revised to
September 2007, ~

For background information, in early 20086, tha Mayor created an e-mail task
force to evaluate e-mail retention policies and system practices across City
governmsant. As a result of these efiorts, the task force conciuded that there
were two distinct pieces of e-mail retention: records managemsant and
disaster recovary. After careful review, it was determined that the existing
records management policies were acceptable, but that disaster racovery
policies (that required keeping backups of all e-mails for just two weeks)
required modification.

To that end, the task force recommendad and the Chief Information Officer
implemented (in October 2006) a revised procedure of retaining backups of
the e-mail system for six months with a provision for extraordinary
circumstances. During exiraordinary circumstances {as determined by the
Mayor and his advisors, "special circumstances” include external
investigations, law suits, etc.), the six month window for maintaining backups
‘can be extended until the special circumstances have elapsed.

Remedial Category — Procurement

82.  The City shouid review procurement procedures to ensure compliance with all
apphcabln poficies, the proper segregation of dut:cs and tha proper safeguard of

—regquisition-forms—Page-M-24} . —_

Status: Complete (internal control operating effeciivensess to be tested by March 31,
2007). On October 9, 2006, the Purchasing and Centracting (P&C)
department was created to centraiize, consolidate and streamiine
procurement resources and processes associaied with contract pre-award
operations for commodities, services, consultant and construction into one

~ department (refer to City Council item 150). Policies and procedures have
been drafted and are pending formal adoption for non-enginearing consulting
services which require contract exacution by P&C. Additionally, a Designation
of Authority memorandum was issued on November 2, 2006 to delinsate
persons who have the authority io initiate and negoiiate & confract, lease, or
other document or amendment, as wall as persons who have the authority to

sign and awarc contracts.

A formal documented process for P&C has bean completed for compiiance
with Municipal Code item 22.3223. This reguires that the City Council
approve awards of cont acfs exce eding $250,000 to a single consuftant during

flow, proces's narrative and identiﬁcatlon of significant controt activities.



. Remedial items Completed

Additionally, user profiles within OPIS (Online Procurement information
System) have been remediatad {0 ensure the proper sagregation of duties.
Finally, Central Stores Department Insiruction Number DA-1.01 was issued {0
ensure the proper and accurate issuance and handling of City financial
requisttion forms.

Remedial Category — Risk Management

89.  The City should improve monitoring of Workers' Compensation cases and ensure
that payments are made in a timely manner to avoid penalties. (Page M-24)

Status: Complete. The City's Risk Management Department has improved the
" monitoring and processing of workers' compensation permanent disabitity
penalty payments. This remediation item is the result of a finding by Macias
Ginni & O'Connell during its fiscal year 2004 financial statement audit. The
finding relates to a 10% penalty that is required on any permanent disabiiity
payment that is more than 14 days afier the last temporary disability payment.
The City's improvement in reducing penalty incidents and amounts is shown

below:,
Fiscal | Penalty Incidents | Penalty Amounts
2003 302 $90,291
2004 253 ' $57,350
2005 144 $34,827
2006 134 ‘ $37,337
2007~ | 45 or 90 annualized * 510 786 or $21 5_7_’2_¥annuailzed *

*  The penalty incidents and amounts for fiscal year 2007 are for the first
six months of the yaar (July-Decamber 2008). The panalty incidents
and amounis have been annualized, by muftiplying by two, for
comparison purposes o prior fiscal years.

Remedial Category - Training

98.  Funding should be added to the budget fo ensure adaquate raining of personhnel to
ensure thai they remain current on nnancxal raporting standards (Paons 246 1o
247)

Status: Coniinual. Many of the accounting staff within the Auditor & Comptrollar's
" Office has gone 1o at lsast one training séssion during this fiscal year.
Spacific funding wili b includad in the fiscal year 2008 budgsat for additional
training opportunities in both this Auditor's budget as well a3 in the Financial
Management.




b Remedial Items Compieted

Remedial Category - SDCERS Financial Reporting

97. The Audit Commities concurs with actions being taken by the Retirement
Administrator {o establish a fnancxal reporting function within SDCERS. {Page

M-8}

Status: Complete. Refer to SDCERS letter dated January 31, 2007 regarding the
Status of Kroll Remediation (sse Attachment E).

Remedial Category — SDCERS Internal Controls

98. SDCERS should develop a comprehensive methodology to identify, track, and
recover overpayments made 1o deceased pensioners. (Page M-235)

Status: Complete. Refer to SDCERS letter dated January 31, 2007 regarding the
Status of Kroll Remediation (see Attachment E). | will forward my
recommendation to the SDCERS' Board that this item b2 tested for internal
control operating effectiveness no later than fiscal year 2008, Additionally, |
recommend that the internal control testing results and documentation be
presented to the SDCERS Audit Commitise.

Remedia! Cateaory — SDCERS Actuarial Services

} 2g. SDCERS shouid rebid the contract for the performance of its actuarial valuation
every five years and that the actuary not be engaged for more than two five-year '
terms. (Pages 260 & M-12) .

e oo StatUs -~ Complete— Refer {0 SDCERS letter-dated January 31, 2007-regarding the-- -————— -
' Status of Kroli Remediation {see Attachment E). ,

Remedial Catégory - SDCERS Investment Advisors -

100. SDCERS should require its investment consultants ang fund managers to annually
complete a Vendor Disclosure Form that calls for disciosure of all information
regarding remuneration paid or received related to funds managed for SDCERS, as
well as its business dealings with the SDCFRS invesiment consuliani. (Pages 258

& M-10)

101. Investment consultants and managers should be advised that a failure or delay in
filing the annuai disclosure will result in a penalty, inciuding termination of services.
(Pages 258 & M-10)

Status: Completa. Refer fo SDCERS ietter dated January 31, 2007 ragarding the
tatus of Kroll Remediation (see Attachment E). | will forward my
racommeandation to the SDCERS! Board.that these itams be tesizd jor internal
conrtrof operating affectiveness no later than fiscal year 2008. Additionally, |
recommend that the internal controi testing resulis and documentation be
prasented to the SDCZRS Audit Commitise, .

10



l. Remedial ltems Completed

. Remedial Category - City Funding of SDCERS

102. The City shouid contribute to SDCERS annually the Annual Required Contribution,
as calculated by SDCERS actuary, incluging an amount sufiicient to amortize
existing UAAL over a.reasonabie period of time that assures that current taxpayers
are paying for the full cost of sarvices renderad by empioyzes of the City and not
passad on fo fulure generations. (Pages 259 & M-11)

Status: Complete. The Mayor's Five Year Plan contains full ARC (Annual Reguired

: Contribution) contributions over an amortization period in compliance with. the
“Gleason Settlemant.” The City's budget for fiscal year 2007 contains a
coniribution of $182 million to pay the full ARC. This contribution was made at
the beginning of the fiscal year (July 2005).

Additionally, the plan for fiscal years 2008-2012 provides for payment of ARC
plus o eliminate negative amortization of the UAAL (Unfunded Actuarial

~Accrued Liability). The ARC plus contribution amounts to an additional $27.1
million annual contribution over this period, or $135.5 million in fotal.

The survey results can be accessed on the City’s websiie at:

hiin- e zandicao.aovimavor/odfffiva vaar plan 11 15.00f

a "108. The City should not use its contribution to pay for any bensfits other than retiremant
. banefits and the related cests of administering the Plan. Thus, no portion of the '
City's annual contribution to SDCERS should be credited against the City's
obligation to pay retiree healthcare costs, or for any other of the so-called

e "Waterfall" payments;-uniess and-until the-City pays the required ARC:-{Pages- R —

& M-11)
Status: City Attormey action complete. The Municipal Code change to repeal the
“Waterfall” paymenis is in the process of being docksted.
"Remedial Category - SDCERS Organizational Structure
113. The controlling legal documents must make the Board's authority clzar related 1o
investment policy, actuarial assumptions, system budget and policies, retention of

outside professionals, and administrative rules. (Page M-25)

Status: Compiete, Refer fo SDCERS letter dated January 31, 2007 regarding the
tatus of Kroll Remediation (see Attachment E). :

11



. Remedial ftems Completed

Remedial Category - SDCERS Staff Qualifications

114. The chisf accounting officer of SDCERS should have adeguate prior experisnce
with invasiment operations and financial reporting and disciesures. (Pages 258 &
M-10) -

Status: Complete. Refer to SDCERS letter dated January 31, 2007 regarding the
tatus of Kroll Remediation (see Attachment E).
Remedial Category - SDCERS Board Structure
119. SDCERS shouid have standing Committees to address board governance,
compensation and evaluation of the Retirement Administrator, investments, and an

audit and compliance committee. (Pages 256 & M-9)

121. SDCERS musti be free {0 retain its own indepandent légél counsel. (Pages 260 &
M-12) ' : :

Status: Complete. Refer to SDCERS letter dated January 31, 2007 regarding the
Status of Kroll Remediation (see Attachment E).
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1. Remedial ltems In-Process

A. ltems In-Process Previously Reported

. Kroll item # | Kroll Category Memorandum Updated
Reference status?
13-14 Organizaiional Siructure October 5, 2006 No ¥
Audit Committee, Formation .
20, 22-23. and Dutiss October 30, 2006 Yeas
44 Budget Policies and Practices October 30, 2006 " Yas*
52.1,52.2 | Disclosure Qctober 5, 2006 No
gi:gg' Financial Reporting November 22, 2006 No
75-80 internal Controls Novembear 22, 2008 No |
81 Parsonnel : { November 22, 2006 No
83 Redevelopment Authority November 22, 2006 ~No
86 Reconcifiation of Accounts October 5, 2006 No
) : October 30, 2008, .
87 Retirement Benefiis November 22, 2006 Yes
88 Risk Management November 22, 2006 No
90, 85 raining November 22, 2008 No
* see below

. 20.

22.

23.

The Audit Commitiee shouid establish a writien charter. (Pages 251 & M-6)

The Mayor, CFO, City Attorney, Independent Buogel Analyst.(added} and City

— Council should have. the_authority 1o_make requests of the Audit Committee.and .. __
Auditor General to perform internal audits of material matters they reasonably
believe to be warranted. (Page 252)

With the assistance of the CFO and Auditor Generé!, the City's independent

auditors would be retained by, report io and {ake direction from the Audit
-Committee. (Page 252) :

Updated Status:

Council during its Janu
of this memorandum).

In process. The temporafy Audit Committes was created by the City

ary 8, 2007 Councif maeting (refer to section |
The Audit Commitiee is in the process of

estabiishing a writien Charter that will address its dutizs and

responsibilities. The A

udit Committes is reguired to develop and

recommend a Charter containing ths dulies and responsibilities of the
Commitiee for further discussion and approval by the City Council by
Aprii 8, 2007 (90 days from January 9, 2007).

Remedial Category — Budget Policies and Practices

44,

Ongoing expenditures should be supported by ongoing revenues; capital projects
should identify all future cost considerations and financial impacts, including direct

13
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Updated

ll. Remedial Items In-Process
and indiract costs for ezch Enterprise Fund; activitizs supportad by user fees shouid
be fully cost recoverabie; discretionary General Fund revenues should not ba
earmarkad; incraase the General Fund reserve to tha range of 7-10%; budget
davelopment should be guidad by a long term or strategic pian proposad by the
Mayor and adoptad by the City Council; and after adoption, annual budgets should
be amendzad only for urgant nesds. Specific funding sources should be identiified to
pay for thess needs. (Pages M-14 & M-15)

Status: A draft General Fund reserve policy was presented to the Budget and

Finance Committee during its Novamber 29th Committee mesting.
The draft policy identifies a reserve account, separate from the “deep
reserves,” which will serve as a contingency for unaniicipated
expenses approved by City Council during a given fiscal year. It is
anticipated that the General Fund policy will be finalized and
presented to the full City Council by June 2007,

Remedial Category - Retirement Benefits

B7.  The City Council and employees should develop realistic retirement plan
parameters for future City hires. This includes positioning the Cily to attract and
retain the talent needed to meet the citizens’ expectations for services, not be
viewed as providing excessive benefit levels, and craating a plan the City can
afford. (Page M-25)

Status: Partially Compiete. To addrﬂss this item, the City is pﬂrformmg the following

three evaluations:
o Actuarial evaluations of the cost implications of formula changes to the
existing retirement systems (in-process)

(compiete, see below)
s  Benchmark study of Fire Componsation and benefits for all empioyee
(in-process)

On December 21, 2008, the City issuad an independent and comprehensive
study of “The City of San Diego Police Classification Compensation and
Benefits Survey Results.” The Fact Shest can be accessed on the City’s
website at:

htio:/mww.sandiego.cov/mavor/odf/fs pdpav.odf
The survey resulis can be accessead on the City's website af:

hﬁo:liwm.sandieco.oov/mavor]odf/odsurvev.odf

On February 14, 2007, the City issued an independent and comprehensive
study of “The City of San Diego Fire Classification Compensation and Bensfits

hitp:/lwww. sandi=00.0ovimavor/odi/ffire survev 2 15.pdf

---+~— Banchmark-study-of Police-Compensation and benefits for al-employees- -~ -

Survey.Results.” The Fact Shest.can bs.accessed on.the City's website.at— .



http://www.sandieoo.oov/mavor/Ddf/fs
http://www.5andieoo.oov/mavor/odf/Ddsurvev.pdf
http://www.sandieao.QOv/mavor/Ddf/fire

T T T '“"‘*”"Pianning 'Core’System.

ll. Remedial ltems In-Process

B. lterms In-Process During this Reparting Period

Remedial Category - Information Technology, Financial Reporting Systems

87. By June 30, 2007, evaluate the information technology needs of the City, inciuding
benchmarking of existing systems against available systems suitabie for
management of the City's finances and the preparation of timely and accurate
CAFRs and budgets. (Pages 247 & M-3)

Status: in-process. As background information, for the majority of its financial and
accounting funclions, the City currently relies on mainframs-basad
systems, many of which were developed more than 30 years ago.

The City recantly completed a detailed Enterprise Resource Requirements
plan prior to issuing a Request for Proposals {RFP) on January 18, 2007 to
replace its aging financial and information management systems. As early
as the City's 2001 Information Technology Strategic Pian, the City
recognized a requirement 1o evaluate options for replacing core financial
and human resourcas systems.

The City plans to select an Enterprise Resource Planning (ERP) vendor by
March 2007. The news reiease for the RFP can be accessed on the City's

+

e benid .
WELSHE all

. ' httb:f!mwv.sandieoo.oov(mavbr/odf/erp factsheet 1 19.odf

Additionally, on February &, 2007, the City Council adopted i;tem 201
“Approving in Concept a Project fo be Known as the Enterprise Resource

e

Remedia! Category - SDCERS Financial Reporting

102. The Retirement Administrator and CFC of SDCERS shouid annually include in the
SDCERS' CAFR a signed management report on the financial statemenis and
disclosures which include a statement of SDCERS' responsibility for establishing
and maintaining an effective system of internal control over financial reporting and
disclosuras; a statement setting forth SDCERS' assessment of the effectivenass of
the internal controls; a statement that based on their knowledge, the CAFR does not
contain any untrue statement of a material fact or omit to state a material fact
necessary t6 make the CAFR not misleading; and a statemant that the financial
statement and other information includad in the CAFR fairly present in all material
respects the net asseis and activities of SDCERS for the period presented. (Pages
257 & M-9} '

Status: In-process. Refer io SDCERS letter dated January 31, 2007 regarding the
Status.of Kroll. Remediation.(seg-Attachment.£).~.SDCERS. intends to.include

a management report on the financial staiements and disclosurss (that mest
. the reguiremants of Kroll item 102) with its 2008 Comprehensive Annual
Financial Report (CAFR).



http://www.sandieoQ.oov/mavor/Ddf/erD

H. Rgmedial ltems In-Process

Remedial Category - City lFunding of SDCERS

104. For purpose of calculating annual funding requirsments, the UAAL should raflect a
prudent view of economic reaiity and include within i the costs of the- Corbett
settlemant. (Pages 258 & M-11)

tatus: In-process. SDCERS Board action approved and diracied the actuary to
include the costs of the Corbett settlement and 13" check. The Actuary report
dated January 2007 contains thesa components in the UAAL. The Actuarial
Vaijuation Report was presented at the SDCERS board meeting dated
January 18, 2007. The link to the SDCERS board meeting agenda foliows:

 httn:fiwww . sdeers. ora/aGendaSKZOOTIianuarw’bd admin 1 18 07.odf
(reier to page 6, item IV.A4)

The January 2007 Actuarial Report can be accessad on SDCERS website at: |

hito://www. sdcars.org/imaoes/odi/city_of san dieoo actuarial vaiuation repg

rf 1 12 07 final.pdf
(refer to pages 29 and 31)

in agdition, at ite February 2007 Board Meeting, the SDCERS Board heard
recommendations from Cheiron regarding changes to the amortization
scheduiz. The Board is expected to make a final decision at its Mareh
meeting. Other actuarial assumptions will be considarad in 2008.

Remedial Category - SDCERS Organizational Structure

1 12 To address Board authonty and pursue adminisirative excelience, the confroliing
documents should be reviewad and, if necessary, medified o ensure that the Board
has the necessary tools availabie to effectively and eﬁncuentiy carry out its fiduciary
duties. (Page M-25) .

Status: In-process. Refer to SDCERS letter dated January 31, 2007 regarding the
‘ Status of Kroll Remadiation {see Attachmant E).
Remedial Category - SDCERS Board Structure

120. SDCERS shouid édopt a formal charter for each committee which should be
updated no less freqguent than every three years, Pages 257 & M-8)

Status: In-process. The Audit Committee's charter has been adopted. Charters are
being drafted for the other sianding committees. Refer to SDCERS istter
gdated January 31, 2007 regarding_ thn tatus of Kroll Remediation [see

Attachment E).



http://www.5dcers.orQ/aoend3s/2007/ianuarv/bd
http://www.sdcers.orq/imaQes/pdf/citv

JAY M. GOLDSTONE

PROFESSIONAL EXPERIENCE

CITY OF PASADENA, CALIFORNIA

- Department of Finance
Director of Finance Jamuary 1996 to January 2006

Direet al} aspeets of the Ciny's financial operations including its Electric and Water Utilities, Redevelopment Agency, Housing Authority,
and Health Department. Prepare the City's $508 million operating budget. Oversee the investiment of nearly $400 miliion in City funds.
Responsible for purchasing, payroll, accounts payable, general accounting, information technology, and nisk managerent Prepare five
vear financial plans for the General Fund and Redavelopment Agency and ten-year financial plans the Elzcmic Utlity and Library Funds,
zssist in short and long-term pianning. Handle the issuance and management of all debt; review and analyze potential businzss ventures for
the City; participate in labor negotations; and work closely with the City Council, providing it with continual financial information and
guidance regarding the City's economic activites and outlook. During my tenure with the City of Pasadena, have issusd over $400 miltiop
in debt, including revenue bonds, pension obligation bonds, tax allocation bonds, cemificates of participetion, and Mello-Roos bonds.

MARICOPA COUNTY, ARIZONA
- Department of Finance
Manager of Finance ' _ November 1994 10 August 1995

Planned, organized and dirscted the operations of the Department of Finance. Assigned work responsibitines to 59 professional and
support staff, recommended and developed fiscal policy and procedures; estabiisied and motitored fiscal contrel procedums; preparsd
« financial repors; analyzed the financial impact of proposed legislation; and work with all County department on various fiscal issues.
j ariicipated in the negotiaticns of a multi-year, muld-miilion dollar contract to privatize the County Hospital patent billing svst=m. .

CITY OF RICHMOND, CALIFORNIA
- Office of the City' Manager ‘
Interim City Manager ‘ : . L - February 1993 to January 1994

The City of Richmond has 2 nine member City Council, over 1,250 full time and part time employsss and an annual operating and capital
imprevement budget of nearly $220 miliion. Worked closely with the Mayor and City Council on all City related issues, implemented
Council policies, 'served as inermediary betwesen siaff and the Council; worked with the 39 neighborhood councils, implemented
Community Policing; completed the Environmental Impact Report (EIR} on the City's General Plan update; completed an EIR on 2 $750
million Ciean Fuels Project for & Chevron Refinery; negotiated financial and employment agrezsments with Chevron as part of its Project;
negotiated development agreements, developed a balanced budget in light of State revenue transfers, developed and implemented various
ordinances in order improve public beautification; and developed 2 public relations campaign in order to both improve the Citys image and
promote economic development.

- Department of Finance :
Director of Finance : May 1988 1o Novembar 1994

_ , {except as noted above)
Directed all aspects of the City's financial operations including its Port, Redevelopment Agency, and Housing Authority. Prepare the City's
$220 miliion operating and capiial improvement budget.  Oversaw the igvesunent of City funds. Responsibility for purchzsing, payroll,
accounts payable, genera) accouniing, and risk management. Under my direction, the City daveloped a five vear financial plan 1o assist in
short and Jong-term planning, Handled the issuance and managernent of all debt; reviewsd, analyzed and participaied in the pegotiations of
potential business ventures for the Ciry; participate in labor negotations; and work closely with the City Council, providing it witn
- ~—fontinual financial information and guidance regarding the Cinds economic activities and outlook _

{(page 2)




CITY OF SANTA CLARA, CALIFORNIA
- Finance Department ‘
, Assistant Director of Finance © October 1985 1o May 1988
0

ordinaied the preparation and presentation of the Ciry's $260 miliion budget. Supervissd the daily invesmant of the Ciny's $200 miliion
portfoiie. ‘implemented the City's on-line Financial Management Information System, including validating Systern accuracy, establishing
System balancing control procedures, revising operating and accounting procedures, and maining City siaff. Issued and managed debt.
Prepared, monitored, and updated the City's five-year financial plan. Worked with City departments on finanzial related issu=s. Performed

cost smdizs,

SAN MATEC COUNTY, CALIFORNIA
- Department of Community Services, Director's Office

Administrative Coordinator ' ' 198015 1985
- Department of Community Services, County Library

Management Analyst IT] ' 1979 10 1980
- Department of Health and Welfare '

Management Anaijyst ITI/I0 ' _ 1976 w 1979

Prepared deparanents’ budgets. Presenied proposed budgets to Board of Supervisors. Prepared fiscal projections and monitorsd program
revenues and expenditures. Negotiated and monitored conracts, Conducted studies and analyzed programs and services to determine cost
.effectivenass and usefulness. Eswblished fiscal monitoring procedurs to wack both direct expenditurss and the aliozation of overhead o

various funding sources.

EDUCATION
Masier of Dusiness Administragen University of Sania Clara, CA 1983

- Course emphasis in Finance

.aster of Public Administration Arizona State Universig.r 1975
- Course emphasis in Mupicipal Administration

Bachelor of Science Unjversity of Minnssotz | 1973
- Triple major in Political Science, Economics, and Business Admin.

PROFESSIONATL, MEMBERSHIPS: Issuers’ Advisory Group of the Municipal Securities Ruling Making Board (MSRB)
Revenue & Taxanon Commitiee - League of California Ciues
Swate Controller’s Advisory Group on Financial Reporung
Govemnment Finance Officers Association
Califorria Society of Municipal Finance Gfficers (CSMFO)
California Municipal Treasurers Association (CMTA)
Former Member of the CDIAC - Technical Advisory Comminse for Debt
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‘Saptember 1, 2006

REPORT TO THE HONORABLE
MAYQOR AND CITY COUNCIL

RE: REMEDIATION MEASURES REQUIRING CHANGES TO THE CITY CHARTER;
AND RELATED MATTERS

'INTRODUC'I‘I ON

Th° “Report of the Audit Committee of the City of San Dizgo” [Kroll Re por] was
pr=s*=nt*=d to the San Di=go City Council at its mesting on August 8, 2006. The report sugeests
serious deficiencies in the City’s financial reporting obligations and Droposes NUmerous

emnadiation measures.
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‘th Ciry Council at 2 spacial mesting
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on_ Semsmo.,r 8, 2006.

The Kroll recommendations mcorpo*at din the Mayor’s plan include some items that
would significantly change the City’'s anditing and financial reporiing structure. The Mayor’s
report acinowledges thal some Charter changes will be required 1o implement the .

scommendations. ,

Among other concerns, the recommendations 1o the Council suggest new committess and
outside individuals be vested with dzcision making authormity previeusly exerciszd by, and legally
reserved 1o, eleciad officials. These types of changes confiict with the City Charter and. prior 1o
_ implementation, will require a vote of the electorate on specific Charter amendments.

Failure 1o obtain the required Charter modifications prior to implementation would result
in actions taken in excess of the jurisdiction of the offices of the Mayor and/or City Council
(Ulira vires acis) rendering all such acts “void” from inception. Such actions could subject the
City to Hability for actions tzken, or not taken, by persons asserting authorify where none has
.o”n Jegally granied; subj=ct D=TsORs acting und such deficient authonty fo exposure for which

ers would benone of the immunities associated with government service; and further
complicate the ability of the City to resolve iis 1ssues with federal regulators and 1o re-enter the
capital markets.




REPORT TO THE HONORABLE 2 - | September1,2006 .
MAYOR AND CITY COUNCIL

This initial report will highlight, by example, soms of the suggesied remediation
measures that require changes to the City Charier and will provide recommendarions for further
action. In particular, this report focuses on:

1. Changes to the compositien of the San Diego City Employees’
Retrement System Boeard of Administraton;

2. Changas to the Office of the City Auditor and Controlier;
3. Creation of an “Audii Co_rﬁmiﬁae”;
4, Appointment of 2 “Momnitor”; and .
s, ‘Changes to the jurisdiction of the Office of the City A“tom =y to

siiminate that office as attorney for the Retirement Systsm.

DISCUSSION
L The City Council may not Impact, by Ordinance, Charter-Establisbed Clrv
Depariments er Charter-Fstablished Duties of City Officials.

A charter is the supreme law of 2 city, subject only to constitutional limitations and
presmptive state law. Domar Electric, inc. v. City of Los Angeles, 9 Cal. 4th 161, 170 (1994).
“[1]t is well settled that a charter city may not act in conflict with its charter,” and that “[a]ny act
that is violative of or not in comphance with the charter-is void.” J&. at-171. This means that the
City Charter’s authority is greater than the authority of any ordinance snacted by the City’s
legislative body, the City Council. Should an ordinance or other action by 2 City Council
conflict with what the charter provides, the City Council's action is void and unenforceable.

The City Council has the authority 1o place measures before the voters that propose
changes to the Ciry Charter, either at its own discretion, or as mandaied after the presentation of
certain certified voter petitions. See, Howard Jarvis Taxpayers Assn. v. City of San Diego, 120
Cal. App. 4th 374, 377-380 (2004). The actual changesto 2 C:ty Charter may only ozcur by 2
vote of the electorate.

Established legal authority and City Charter secion 26 preclude any Council action by
ordinance that seeks to change a charter-established department of the City or 2 charter-
established duzy of a city official. Charter section 26 provides in pertinent part:

The Council shall by ordinance, by majority vote, adopt an
administrative code providing for the detailed powers and duties of .
the administrative offices and departments of the Ciry

Govemment, based upon the provisions of this Charter, Thereafisr,



REPORT TO THE HONORABLE ~ -3- . September 1, 2006
MAYOR AND CITY COUNCIL ST T e e

except as established by the provisions of this Charer, the Councll
may change, abolish, combine, and rearrange the deparmments,
divisions and boards of the City Govemment provided for in said
adminisiwative cods, but such ordinance creating, combining,
abolishing or decreasing the powers of any department, division or
board shall reguire a vote of two-thirds of the members elected to
the Council. The Council may by ordinance, 1f authonized so to do
by the general law of the State, provide that apy funcnon of the
City may be performed by the County or that any function of the
County may be performed by the City, provided the respecrive
Jegisiative bodies authorize and approve such transfer and
essurnpuion of function, There may also be established 2 combined
City and County district for the perfonmance of any runcnon
[Emphasis added].

Section 26 was assessed in Hubbard v. Citv of San Diego, 55 Cal. App. 3d 380 (1976),
The court found that: . . . the power of the counci] to ‘change, abolish, combine, and rearrange
the departments, divisions and boards of the City Government provmcd for in said adminismrative.
code’ is limited by the words ‘except as sstablished by the provisions of this Charter.” /d. at
387. The court then held, most uneguivocally that:

We face the problem whether the council, under the cherier, may
create a d pam'nﬂnt of city government not provided for by the
charter and remove it from the supsrvision and control of the
manager by designating that department a legisiative department
without regard to. the powers and dutiss attempted to begiventoftc . . . - . . . . _

We hold that the council cannot do so.

The council may not create a department of the city government,
by whalever name it is given, whick duplicates or injringes upon
the specific powers or duties assigned by the charter io another
doparm:em or, generally, to the manager.” Id. at 388 [Emphasis
add=d]. '

Anotner San Diego case, Dadmun v. City of San Diego, 9 Cal. App. 549 (1908), prohibits
the City Council from transxur'mv the duties given to a city ofn er by the charter to another by
ordinance. In Dadmun, the City Council passed an ordinance creating the office of special
prosscutor to prosscute only mumicipal ordinance violations, The Ciry Charter at that time
provided that the prosecunon of municipal ordinances was the duty of the City Attorney. The
Court held that “the city council cannot relieve a charter officer of the city from the dutiss
devolving upon him by the charter and designate another to perform those dutiss . . . . It follows,
then, that the action of the citv council in appointing a spacial prosecuior whoss duty it shouldbe _

1o prosecute criminal violations of ordinances was unauthorized and void . .. . Jd. 2t 351.
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These court decisions and City Charter section 26 limit the City Council’s 2bility to takv
acuon by ordinance 1o implement the suggested “remediation measures” thaf conflict with
existing Charter provisions eataonsmng or assigmn g duties to City departments or officials. They
similarly preclude the Mayor’s office from implementing those cnanges atministratively prior o
Charter revision by the glactorate. - '

1L Changes to the Composition of the San Diégo Retirement Board of Administration.

The Kroll report recommends several changes involving the San Diego City Employes -
etirement System. One of the proposals is to change the size and composition of the Board that
administers the System. Kroll Report, Appendix M-8, City Chartsr seétion 144 governs the
composition of that Board. This proposed change conflicts with the existing charter. A change to
. the City Charter is required in order to change the composition of that Board.

ITL Chahges Impacting the Ofﬁce of Auditor and Com'ptroller.-

The Kroll report recommends several changes that will impact the Office of the Auditor
and Compirolier as it now exists. The duties of the Auditor and Comptrolier are broad and
varied under the Clry Charter and the San Diego Municipal Code. A partiel summary of those
. duties is lucluded in 2 memerandur prepared by this Office entitled “The Relationship between
the City Offices of the Mayor and the Auditor and Comptrolier under the Mayor-Council Form
of Government” (January 23, 2006), 2 copy of which is attached. The propossd ramedial
measurss eliminate the position of the Aunditor and Comptroller and create five (3) new offces:

an Aunditor General, a separate City Comptroller, a Director of Financial Reporting, a Director of .

Financial Management, and a Director of Debt Management. It may also be appropiiate 1o
amend the Charter to clarify the role of the Cmez Fmanczal Ofnc=r

The sugges tad be= stmcmrings in these offices will require amsndments to the City Charter.
[V. Creation of an Avdit Committee.

The Kroll Report recommends the creation of a three-member Andit Commitiee,
consisting of two citizen members and one member of the City Council. The two citizen
members are io be appointed by the Mayor with Council confirmation, and will receive
compensation. Appendix M-6. The Kroll report recommends that the City's independent anditors
“should be retained by, report to, and take direction from, the Audit Commities.” [Bid. The
- Committes is fo be given the power to select and retain independent auditors, who will report
only to it, 7bid. The City’s rma.nf*lal Oversight Board is to be eliminated as redundant to the
Audit.Committes. Ibid.
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The Kroll Report recommands that the propossd new Auditor General report to the Audit
Corrumitize. The Aundit Commine: would st this official’s annual compensation and the annual . '
budget of this official’s new department. The Auditor General can be removad from office for
cause Py the Audit Committee or upon the vote of thres-quarters of the City Council. Appendix
M- 3. o

. The suggesnon that the Audit Commitiee have the zuthority to set salari=s and/or budgers
conflicts with City Charier section 11.1, and related secuons. Section 11,1 expressly forbids the
Ciry Council from d=legating its responsibility fo adopt ordinances to rzise or spend public
money, including “the annual budget ordinancn or any part thereof, and the annual ordinance
setting compensation for City employses.” Also see § 290 [City Council must set and adopt the
terms of the salary ordinance and the Clty Budgst]. The City Charter raquires the City Council
1o approve the range of compensation for all City officials and the budget for ail City
deparmments. As notsd in Part I above, the City Council may noz by ordinance create zn Audit
Committes and provide it with powers that conflict with the Council's chart:r~requ1rsd duties.
This may only be accomplished by a change to the Charter.

If the Audit Commitiee is intended as an advisory COID.IT].ITIUH, its proposed duties also
conflict with another Charter section. The Kroll Report recommends the citizen members of this
commities receive compansauon This recommendation conﬂmts with section 43(a) which
forbids such compensation: “The mrmb.&-s of such boards chall serve withaut compensation .
City Charter § 43(a). However, this may not become an issue as the Mayor’s Report mdzc&tﬂs
that: “It is anticipated that members of th, Audit Committee will not be compensated for serving
on the Committes. See, Mavor's Report, p.'5 : : .

The Kroll Report also recommends the Audit Committee retain and direct the City’s
dependent auditors; and the Committse is to have ultimate authority over the office of Auditor
G=n eral, including the absolute night to set the salary for the Ciry Official and the budget for the
department, and 1o remove this City Official for canse. This autho*'x‘y also conflicts with saction
£3(2) which provides: “The members of such boards shall . . . not . .. direct the conduct of any

Department or Division.”

The creation of the Audit Cornmittee requires changss to the City Charter. The Mayor’s
suggested.timaline for the creation of this committee must necessarily be deferred to coincide
with the remainder of the ballot proposals for the November, 2008 elzction.

" This position was reiterated by the authors of the Kroll report in an article Angust 30, 2006 in
the San Dizge Union Tribune “An Opportunity to Move Forward,” They stated: “The andit
committee 2lso sets the compensation and budget for the anditor, which should allow them to do
their oversight without undue influence fTom any branch of government.”
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v, Appointment of an Independent Monitor to Oversee the City*s Remediation Plan

The Kroll Report suggests the appointnant of an indspendent “Monitor”, 2 person who
must have compjst: and uniettersd aceess 1o 2ll City 2nd SDCERS persennel and records.
Appendix M-14. The SEC is to be given the right, whenever it choosss, 10 sxpand the dutiss o

this Monitor. Ima’.

(33

r-l,

The Mayor's Report accepts this recommendation and indicatss that the sslaction
process has bagun. Thz Mayor anticipates paving more than a million doliars 2 vear for thres
vears of this individual’s services. Mayor's Report, p. 1. The Independent Budget Analyst

ecommends more public discussion on the necessity of this position, scope of work and funding
requirements before the Council approves any contract for this individual, For several reasons, -
We agrae that additional public discussion is sssential to this process.

Under exisung City Cna:rt er provisions, neither the Mayor nor the City'Council may
contract for the services of an individual that would 1ncluc1“ such a broad deiegation of authority.

The Mayor has the authority under City Charter ssction 28 10 hire certain experts and
consultants. Those individuals contract with the City and receive thair duties and direction from
the City. The Momnitor described in the Kroll report is plainly nor such an individual.

Although the Ciry would pay for this individual’s services, the report contemplates that
an outside agency would set the duties of this official, not the Ciry. No aspect of the Ciry
Charter providss the MEVOJ or the City Council with the authoriry 1o szle ct a private individual
and provide them with * fetiersd” access and authority over City affairs®

2 Ciry Charter section 40 gives broad authoriry to sxamine the affairs of the City 1o only
one City Official, the Cify Attorney. It provides: “The City Antorney sball have chargs and
custody of all legal papers, bools, and docksts bejonging to the City va‘talmIlc’ to his office, and

. may demand and receive Fom any officer of the City any book, paper ocuments; ot
evidence . . ., required for the purpose of the office.” The Dadmun and duooard casss provide
that the City Council may not contract for the services of an individual and grant powers that
conflict with the powers airsady given by the City Charter to 2 City Official. Accordingly, the
‘appointment of an independent Monitor would rsquire 2 Charter amendment.
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Monitors may be appoinisd 10 overses the implementation of court-crdered remediarion .
plans and given junsdiction over cenain affairs of a City in 2 approprately filed Jegal
DI‘DCESGJ‘U” Likewise, they may be included in ceriain adminisative proczedings, “consent

ecrees” and the like. The City 1¢'in discussions with the Securities ané Exchange Commission
regarding securities rejated 1ssues. It 15 not inconceivable that @ “Moniior” will be a required
element of the resolution of our efforts with that egency. In such case, the term of service, and
the role, of the person serving as the City’s Monitor will b tailored 10 the spacifications of
services deemad to be required by the SEC and that person will have authority under wel}
established lzgal authority. Adoping the “Monitor™ suggested in the Kroll Report is inconsisiznt
with the grant of jurisdictior required by the City Charter. It also adds nothing 10 the resolution
ofthe mgnitoﬁng.functions which may be required by the SEC, and may in fact confiict with that
DProcess: ~

V1.  Changes to the City Attorney as Attorn ey for the Retirement System.

The Kroll Report recommends that the Cl‘ry s retirement system be free to retain its own
independent counsel. Appendix M-12, San Diego Charier section 40 lists the duties it requires
of the City Anomney. One of them is that “The Ciiy Anorney shall be the chief legal adviser of,
and artorney Jor the Cny and all Departments and offices thereof in matters reiating to their
official powers and dutica, except in the case of the Efhics Commission, which shall have its own
legal coups=1 independent of the City Attorney.” [Emphasis added]. San Diego Municipal Cods
section §22.1801(b) designates “the dspm=nts of the City of San Disgo within the meaning of
the Charter and ordinances of said City.” One of the Ciry Departments is “City Refirement. ” Tn= .
Ciry Retirement Svstem is a City Department. It foliows that the City Attorney is the Svstem

Atiorney by City Charter mandate.

The City Attorney’s dury to provide j=gal services to the City has historically included
providing services 1o the retirsment system. Howsver, this issue is currently the subject of
litigation, and will ultimately be resolved in that forum. In the meanime, the suggesiad
recommendation to permit this City Deparnment io retain independent counsal conflicts with the

.o ® Federal courts can utilize outsids monitors to observe, examine and scrutinize public
corporations, police departments, umons and even indusiies entering inio comprahensive
sttlement agreements to avoid further prosscution for wrongdoing. These monitors are given
specific direction and duties by the Court. To insure the monitor is fully independent of the
entity which it is scrutinizing, the monitor is chosen, employed and subject to replacement only
by the Court. The Court appointed monitor is required fo provide the utmost of bonesty and
candor to the Court. Failure to do so could place the moniior itself in contempt.

t‘f
n tj‘

\ the typical ssitlement or remediation agresment, the monitor is requirsd 1o periodically
Oindings io

&
report 1 dings o the Court.
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plain language of Charter section 40. To transfer that duty to another person would reouirs 2
change to the City Charter. '

CONCLUSION

The recommendations in the Kroll Report involve complicated and interrelatsd chanpss
10 the City Charter and to many relaied portions of the San Disgo Muni¢ipal Code, The changs
will be more complex than the recent change to our imal Mayor-Council form of government,
The City needs to carsfully consider the many ramifications. One of the mast significant,
for example, is whether these remediation measurss should be enacted 10 coincide only with the
- duration of our Mayor-Counci] governance structure, gue to expirs in 2010.

This office has only begun to assess the legal ramifications of fhese recommendations in
this initial and preliminary report: We expect there will be other remediation measures that may
also reguire charter changes. ' '

To avoid inadvertent implementation of the remediation measurss in 2 manner precluded
by law, we suggest the Council receive the Mayor’s Report but take no immediate action on it as
a whole. The Council should consider and ultimately decide which specific measures it wishes
io move io implemeniation. Each such item will be the

from this office.

. ¢ PR A S :
supject of prompt Impicmentanon advice

Respectfully submitted,

MICHAEL J. AGUIRRE |
~ City Attomey

MIA:TAK 5k
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Michasl J. Aguirre

OTY ATTORNEY
MEMORANDUM OFLAW
DATE: January 23, 2006
TO: Honorable Mayor and City Councilmembers
FROM.: City Attomey
SUBJECT: The Relationship Between the City Offices of the Mayor and the Auditor

and Comptrolisr under the Mz yor-Council Form of Government

QUESTION PRESENTED
What is the reiationship between the Office of Auditor and Comptroller [Auditor] of the
City of 82n Disgo and the Office of the Mavor under the new Mayor-Council form of

govermment?

SHORT ANSWER

Under the Mayor-Council form of government implemented January 1, 2006, the Mayor
has the exprass authority to appoint and dismiss the Auditor. That places the office under the
Mayor’s supervision. However, the Mayor may not imit or impeds the authorify or duties given
to, or required of, this public office by Ciry Charter or ordinancs, federal or state Jaw.

BACKGROUND

On November 2, 2004, the voters of the City of San Diego passed Proposition F, which
amended the San Disgo City Charter to add Article XV to “t=st implementation of 2 ew form of
governance commonty known as a Strong Mayor form of government.” Charter section 250. The
fve-yearirial period of governance is operative January 1, 2006 and coutinues until December 1,
2010, unl=ss the slectorate exiends this form of government, Charter § 253, Voters were urged
“to elect 2 chief executive who is accountable for how the City is run, . . . who had the authority
to make changes.” San Diego Ballot Pamp. General Elec. Nov, 2, 2004, argument in favor of
Prop. T.

Voters wers told that “the Mayor would have the authority to give dirsction io all City
. opfficersand =mployess, excepiihose in departments end offices recognized.in fhe Charier as
_peing independent . . . The Mayor would be responsible for prepering the anmual budget for the
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Council’s consideration and adoption. . . .The Mayor would appoint the City Manager with
Council confirmation. The City Manager would serve at the pleasurs of the Mayor. The Mayar
would aopoint the C1ry Aunditor and Comprroller, Police Chief, and Fire Chisf, subjeet to Council
confirrnation. All other manaperial deparmmant heads formerly under the City Managsr would be
zppointsd by the Mayor and serve at the pleasurs of the Mayor,” San Disgo Ballot Pamp.
General Elec. Nov. 2, 2004, the City Atiorney’s Imparfial Analysis of Prop. F.

Part of the system of “checks and balances™ created by Proposition F weas the new office
of Ind=pendent Budget Analyst. San Diego Ballot Pamp. Genera! Elec. Nov. 2, 2004, argument
in favor of Prop. F. The City Council would appoint the Independent Budget Analyst: “to review
and provide budgat information to the Council independent from the Mayor.” San Dizgo Ballot
Pamp. General Elec. Nov. 2, 2004, the City Attorney’s Impartial Anabysis of Prop. F.

Charter ssction XV was ..ffscﬁvﬂ I anu;ary 1, 2006, and with its implementation and the
elsction of & new Mayor, questions have arisen about the relationship between the Office of thz

Mayor znd the Office of the Anditor in the new form of govemance.

" DISCUSSION

t—-l
Cr
=2
R
¢
[

fTective J anuary 1, 2006, the Mayor assumed all executive anthority, power, and
r=spons1mlltz°s conferred by the Charter upon the City Manager in Asticle V [Exscutive and
Administrative Service], Aricle VI [Finance], and Article I¥ [Retirement of Employe=s).
Charter § 260 (b). In addition, the Mayor becams the Chief Exscutive Officer of the City of San
Diego.! Charter § 265 (d) (1). ;

A The Mayor®s Financial Duties.

The Mayor now serves as Chief Adminisirative and Chief Budget Officer of the Ci?y,
zssuming the dutiss and responsibilities of the previous City Manager. As such, the Mayor
assumed fhe duties outlined in Charter sechion 28:

. to supervise the adminisiration of the afjairs of the City except as otberwise
sp=cifically provided in this Charter; to make such recommendation to the
Council conceming the affairs of the City as may sezm fo him desirable; 10 keep
the Council advised of the financial condition and future needs of the City; o
prepare and submit to the Council the annual budget estimate and such reports 2s

! The Charter doss not define “chief exscutive officer.” But the title hcmmonly means “The
highest-ranking executive in 2 vornuany ot orc'amzatmn, responsible for canmc out the policies

o7 the boarc 0f dirsctors on & Gey-1o-Gey basis. |he AInstican Hentage Dictionary of the
EZnghish Languag:: Fourth Edition (2000), Fnri-:::!x’w.xw.oart;env.com/él/90/C0289050.hrm]) :

RS
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may be reguired by that body, including en apnual repori of 2li the Departments ‘

of the City . . . as Chief Budget Officer of the City, [the Mayar] shall be ' .
responsible for planning the zctivinies of the: City povernment and for adjusting
such activities 10 the finances available. To this =nd he shall prepare annually a
complete jmanc:cu’ pian for the ensuing vear and shall be responsibie for the
adminisiration of such & plan when adopted by the Council. He shall be chargad
with the bringing together of estimates covering the financial needs of the Ciry,
with the chacking of these sstimates zgainst the information relative 1o past
expenditures and income, with the preparation of the budee: document and
supporting schedules and with the preseniation of the budget 10 the Council.
(Emphasis added).

In addition, the Mayor is to cooperate fully with the Council and the Office of
Ind=pendent Budgst Analyst, including supplying requesting information concemning the budgst
process and fiscal conditon of the city to the Counci) and the public. Charter § 265 (0)(14) (13).

B. - Mayor’s Supervision of Officers Responsible for Financial Matters.

With the broad administrative and fscal r“sponsibiiitiﬂ came the Mayvor's authority to
appoint and dismiss the City officers r°sp0n51b1'= tor City financial matiers. He may appoint and
dismiss the Ciry Trezsuror as sould the previons City MRT’!BUF’I‘ Charter £ 260 (b). 29, and 4
The améendments 1o the Charter made no changss in th~ duties and rnmonmbmuns of the office
of the Treasurer, which incjude mamtalmnv custody of and disbursing City moneys, and '

scording all rezeipts and expenditures. Charter § 45. Similétly, the Charter transferred fhe .
authority to appoint the Auditor from the City Council to the Mayor, subject to Council
confirmetion, and provides that the Mavor may remove the Auditor subjsct to appeal to the City
Council. Charter §§ 265 (b)(lO) and (11)' However, the Charter mads no changes to the dutiss of
th, Auditor. The Auditor remeins the “chief fiscal officer of the City” according to Charter
sction 39, with 21l of the previously-sxisting dutes and pOWeTS

In assuming the responsibility for the proper administration of all affairs of the Cxty,
Charter section 25 gives the Mayor the power 10 appoint and remove:

. .all officers and mployees in the admimistrative service of the City under his
control' but the [Mavor} may authorize the head of a ana'mn ent or office
espotsible to him to zppoint and remove subordinates in such Department or
‘office. Appointments made by, or under ine authorry of, the [Mayor], shall be on
fne basis of administrative ability and of the training and experizncs of such
gppointees in the work which they are to vﬂrfom All such appoinrmcnts shall be
without dsfinits terrm uniess for temporary service not to excesd sixty days. . .
Charter § 29. :
Under the new form of government, the Office of Aunditor and Comptrollar was ADT“S;J}*

T transiertad to the néw exscutive oranch of City governmeni znd ine oficer Aolding the position
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. of Auditor now reports to the highest ranking officer within that branch, the Mayor. However,
the Aunditor’s indspendent duties, and powsars under the City Charier and San Disgo Municipal
Coc1= have not changsd. To help ensure the Auditor’s inde pﬂnd:n::, the Charter provides a
checks and balances” by allowing the Auditor to appeal his removal to the City Ctmncil.
Charter 8 265 (b) (11). Nonethelzss, the Mayor's responsibilities with respect to the City's
fnances and budget require that he exerciss supzsrvisory authority over the Auditor, subject to
ther laws that require the Auditor’s independence when performing his or her duties.

II. The Auditor's Authority and Responsibilities Remﬁin Uncharnged.

The Office of Auditor is created by the City Charter and the Charier prov1d=s the City
Council with only limited authority to transfer to others those matters the office might handle
that “do not relate dirsctly to the finances of the City.” Charter § 39. Accordingly, the
Department may not be changed, abolished, combined or rearranged except by a charter chan
Similarly, no other Department may be created that would duplicate the duties the cherter plws
upon the Auditor that do relate directly to the finances of the City. See, Charter § 26; Hubbard v.
City of San Diego, 55 Cal.App.3d 380, 387 388 (1876).

In addition, the Mayor would excesd his authonty should he impede the psnonnam= of
- the manaato-y duties and r=sponszb1ut1 =5 placed upon the Auditor as a pubiic officer by ine \_.ix.y
Charter, ordinance, or state or faderal law. See, Loci*ypr v. City and County of San Francisco, 33
. Cal.4th 1055, 1079-1080 (2004). A Mayor in the new form of government only has the authority
that is expressly or impliedly conferred upon him or her by & charcsr 3 MeQuillin, Mun. Corp.
(3rd B4, 2001) § 12.43, p. 266; see, Bartlen v. Bell, 58 Cal. App. 357 (1522) [Mayor hasno
powet to compel Aunditor to act in mattbr to benedit a third party].

The duties rs auu-.,d of and the power provldcd to the City Auditor b},f the City Charter
remain intact ﬂu'ou_,n the governance change. Charter section 39 specifiss the dufiss of the
Auditor and providss, in relevant part, that:

. Tne City Aumto* and Comptroller shail be the cruuf fscal officer of the City.
rIe shall exercise supervision over ail accounts, and accounts shall be kept
showing the financial transactions of all Departments of the Cify upon forms

prescribed by him and approved by the City Manager and the Council He shall
submit to the City Manager and to the Council at lezst monthly 2 'mmmary

statement of revenues and =-},p=nsns for the preceding accounting psnod, detziled
25 to appropriations and funds in such manmer as fo show the exact Gnancial
condition of the Ci'f} and of =ach Dbpamnﬂnt Division and office ther=of. No
contract, agresment, or other obligation for the expenditure of public funds shall
be eniersd into by any officer of the City and no such contract shall be vahd
uniess the Audiror and Comptrollsr shall ceriify in wniting that thers has been

. 2 Charter s=ction £9 also re the Auditor submit similar monthly statements to the Council.
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made an appropriation to cover the >~pendjture 2nd that there remains 2 sufficient
balance to mest the demand thersof.’ He shall perjorm the duries imposed upon . .
( Ciry Auditors and Comptrollers by the laws of the Siaie of California, and such
' other cuties as may be imposed upon him by ordinances ojzhe Council, but
nothing shall prevent the Council Fom transferring io other oificers matiars in
charge of the City Auditor and Compiroller which do not relate directly to the
Anances of the City. He shall prepars and submit to the City Manager such -
informarion as shall be required by the City Manager for the preparation of an
apnual budget. He shall appoint his subordinates subject to the Civil Service
provisions of this Charter. @mphasz's added). '

Other Charter-mandated duties include the joint determination with the City Attomey of
the proper form, arrang=ment, and itemization of the annual appropriation ordinance; and
determination of the “p..,rwma change in price index” (Charter § 71); the kseping of accounts
for zach item of appropriation; and the transfar of u.nn).pma d funds from thess accounts to the
general fund upon completion of the project or at the end of one year, Charter § 72. If the
Council fails to include adsguate funds in the zppropriation ordinance to cover the Mayor's
estimate of the City’s debt, or the amount actually required to cover the debt, the.Charter requires
the Auditor {o set up an account for the full amount the Mayor sstimatss or the amommt required
to cover the d=bt, and to wansfer tax revenus into that account. Charter § 74. The Auditor has the

STttt mmrmTmmeem
s

responaibilily o sxamine all p:.;,'rcll:, Lills znd other claimy apningt the city {except P‘E.::M for
darmages) and has the discretionary authority to investigate such claims (Chart.,r § 82); he
r°sponsnb1= for issuing the checks to pay claims against the City that have been approved by the

cads of the Dzpartment or offices incurring the debt (Charter § 83); he receives reports from all .
City officials who coliect and deposit money for fees, permits, licenses, inspections, sarvices,
taxes, and other municipa] charges (Charter £§ 86 and 88); and he determines the appropriate
form of azcounts to be used by all officers 2né Departmsnts of the city that receive or disburse
Clry monsvys (Charter § 87) '

T"ne Aumtor must m..man In his Tecords tn'= COat or value of all Cn} asgets; Drsssnt 2
bzlance shest conizining that information to fhe Ma¥or-Manager, and publish that information in
his znhual report. Charter § 112; SDMC § 22.0708. He must andit the accounts of any officer
who dieg, resigns oF 1s removed Tom office, and report the results to the Mayor-Manager and
Council. If the person is found indebied to the City, the Audiior must notify the Mavor and
Council. Charter § 111. And the Auditor has authority 1o refuse to issus a warrant for.a

etirement allowance, if, in the Auditor’s opinion, the allowance has been granted in
conirzvention of Charter Article IX or ordinancss pessed under its authority. Charter § 144,

* Charier s=ction 80 aiso raguirss the Auditor first cemi 'v ‘rna—» zre adequats unsncumberad funds

—rd !

i the Treasury 10 coverany contraclyagresment; of 6bi Fatipy nvo]vnﬁ e SNpEHAITTE of T
T CO“']J}.] makes such ceniracts or orgers.




Honorabise Mzyor and City - -6~ : ‘ January 23,2006
Counclimember ' '

. The Auditor has additional responsibilifiss and powers codifiad in section 7, Amicle 2
the San Disgo-Municipal Cods. For example, the Auditor;

. shall, at any tirme, have power to examine, check and andit the ace ounts and
records of any commission, board, depa.ftment, division, office, or employee of
the City; to reguire an accounting for ell cash revenues of the City; to make znd
certify to an actual count of cesh and securities, and to prescribe, govern and
contro] the movements, or transfer of all cash ravenues, or securitiss, to the
custody of the City Treesurar.” SDMC §22.0701. '

The Mayor and the Auditor must jointly prepare and submit an annual report to the City
Counci] and the Financial Reporting Oversight Board on the status of the City’s intemal financial
conirols, with the necessary joint certifications. SDMC § 22.0708. The Anditor zlso has separais
dutiss associzted with the City's Comprehensive Annual Financial Report (CAFR). SDMC §5
22.0709, 22.0710. Accordingly, the Auditor has many rcspon51bihn es and dufies outlined in the

‘Charter, City ordinances, and statc laws in addifion to the r"portmcr obhaatmns to the Mayor and
City Councﬂ

CONCLUSION

Under the new Mayor-Council form of governance, the Auditor reports to the Mayor a5
. - Chief Executive Officer of the City of San Diego; Under the Charter, the Andiior is required to -

support the Mayor in his obligation to provnd* 2 budget to the City Council and to provide such
other information related to the City’s finances and the admifistration of the City. However, fhe
Auditor does retain some md"pe:nuﬂnce in that thc Mayor may not limit or impede the airthority
or duties given to or requirad of this pubhc officer by Charter, ordinance, federal or state law,
Finally, the Auditor’s right to appeal his removal to the City Council provides 2 check and
balance on any improper interference with the Auditor’s duties and responsibilities.

Respectfully submitted,

MICHAEL J. AGUIRRE
City Attorney

- JK:CMRB:k
ML-2006-2




OFFICE OF MAYOR JERRY SANDERS

CITY OF SAN DIEGO
hiEMORANDUM '
DATE : January 22, 2007
To : Council President Peters and W =mbers of the San Diego City Council
FrOM 1+ - Mayor Jerry Sanders
SUBJECT. : Establishme=nt of 2 Charter Review Committes

In the City's first year oparafing under Charter Article XV: Strong Mayor Trial Form of

mincs it has become zrmarent there are A number of aress where clarification and fine-

Ll da e
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e Y

tuning would help achieve the criginal intent of this reform.

In cooperation with the City Attorney's office we have begun to work through some of thege .
issues as they arise, but'much mors work must be focused on these issues in order to fully

prepare for an effective long-term implementation of the Strong Mayor form of govemance. I

believe we can ali agres that when roles and responsibilities are unclear, the business of the

. public is not optimally served, and that 2 Iresh review of this Charter section is a timely |
pricHify. ' '

In addressing these issues, thers arz four subject arsas or questions around which 2 work plan
for the Committ=e will bz set: :

»  What Charter modifications are necessary to implement the ¥rol} recommendations
and other financial reforms? : :

*  What is a clear definition of the roles and responsibilities of elecied offizizls and the

eparation of powsrs under strong mayor?

*  What measurss may improve the functionality of strong'mayor during this trial
period? '

*  What legisiative tightening would be reguired for effzctive permanent implementation
of Arricle XV7?

Each of these arsas will be explorsd by a designated subcommittes and addressed
concurrently in the Comrnitres’s work.




Committee meetings will be held twice monthly and will be noticed to the public in keaping
with the Ralph M. Brown Act. Subcommittees working in each topic area are anticipatad to
me=t once or Twice monthly as is convenient for their membership a16 in kezping with their
work load.

I will move immediately w smpans] the Commitize in preparation for them fo begin their
work on or around Masch 1% It is my intentdon that the Committes compiete its work and
retuss 155 recommendations in rzadiness for the 2008 election cvele.

Valuing verisd points of view, 1 would liks to work with =ach of you 10 identfy and nominate
three individuals who may bs appropriaie o serve on the Committee from which I will se

one from each of your submissions. In addition, I'will make z numiber of appointmsnts to
round out the Commitrse ensuring a reprasentefive balance. We are looking for individuals
who can be ma°D=nam* posssss scholarly and operational subject matter expertise, thoss
who have expenience with previous charter reform eifforts and who ars broadly reprasemative
of our talented citizenry.

In addition to the Committes members, three ex-officio members will serve 2s sepport
rasources and advisers to the Committee; one each from the- City Attorney, Mayor and the
Indcp_:na:m Budget A;n&y

lo ok Iorward io orlun Wlth you on Lhngo issues so critical 1o our City’s future and
5




City of San Diego
Disclosure Practices Working Group

Disclosure Controls and Procedures

Article I
. General

Secton 1.1. Purpose. These Disclosurs Controls and Procedures are designed to (i)
snsure the accuracy of the City of San Diego’s disclosures and the City's compliancs
{including the City Council, City officers, and staff in the exsrcise of their official dutizs)
with all applicable federal and state securities laws, and (i) promoté bast practices
recarding disclosures relating to securites issued by-the City and the Ciry’s disclosure
provided to its Related Ennties. '

Section 1.2. Disclosure Practices Workine Group. Pursuant to Sestions 22 4101 and
22.4103 of the Mumicipal Code, the City Manager, the City Attorney, the City Auditor

‘and Comptrolier, and the City Treasurer have established the Disclosure Group.

e ' £ oal s T emlmmgea B! '1*\,,
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have the responsibilities set forth in (i) subsection (b) of Section 22.4101 of the
Municipal Code, (i} Section 22 4107 of the Municipal Code, (i) subsection (a) of
Section 22.4109 of the Municipal Code, and (w) such additional responszb11m=-s as are sat
forth in these Disclosure Controls and Procedures.

ection 1.4. Rules 2nd Reoulations. The Disclosure Group may estzblish such Rules
and Regulations as it detenmines are appropriate to govern the operation of its mestings
and other procedural matters, In the event of any conflict betwesn the terms of the Rul es
and Rﬂvuxanons and the terms of thnsn Disclosure Controls and Procedures, the terms of

the Disclosure Controls and Proceduires shall govern.
Article IT
Definifions

Secuon 2.1 efinitions. Capitalized terms used in these Disclosure Contols and
Procedures shall hizve the meanings set forth below: :

“CAFR " means the City’s Comprshsnsivs Annual Financial Report.

“Ciry” meaps the City of San Diego, Caiifornia,




“Ciry Financial Statements” means, individually or colisctively as the context
may require, CAFR, the auditsd financial siaiements of the Metropolitan Wasiswater
Utility, and the audited financial statements of the Water Utiiity.

“Contribuiors” means those persons contactad by the Financing Group or the
Disclosurs Group, or assigned by a department director, to assist with the review or
preparation of 2 Disclosure Document as described in Saction 4.3.

“Depury City Atiorney for Finance and Disclosure” means the attorney
designated as such pursuant to Section 22.0302 of the Mummpa.l Code.

“Di.éclosure Documenzs" msans those décumsnts definad 2s such in Article 111

“Disclosure Group ‘means the Dlsclosur° Practicés Working Group that has bee
established in the manner described in Secnon 1.2,

“Financing Group” means, collsctively, those persons identified 2s such pursuant
to subsection A. of Section 4.3. : '

“Municipal Code” means the San Diego Municipal Cods, as amended from time
to tirne.’

LN W Y FreTa ay 1

NRAMSIRS” means {ae uuuuuau_y Iwuamauu i.uu..u.\vu.vm scounbes informelion
Tepositories approved by the Securives and Exchange Commission to accept the filings
referenced in Rule 15¢2-12 under the federal Securities Exchange Act of 1934, 17 CFR
240.15¢2-12. ' e o :

“Preparer” means those persons defined 25 such in subsection A. of Szction 4.4,

“Related Entities” means those entitiss 2s defined in Section 22.4102 of the
Municipal Code.. Related Entities inciude, but are not limited to, those Related Entitiss 2s

set forth in Exhibit A, as updated from time to time.

*Rules and Reoulanom means thc rules and regulations cstaohshcd by the
Disclosure Group, as described in Section 1.4,

Arnicle IIT
- Disclosure Documents

Section 3.i.  Disciosure Documents. “Disclosure Documents” means (i) the City’s
documents and materials prepared, issued, or diswibuted in connection with the City's
disclosure oblications under apphcable federal and state securies laws relating 10 its
securities and (ii) any other disclosure which, pursuant to the Municipal Code, the
Disclosure Group has the responsibility to review and approve. Disclosure Documents
shall include, but not be limited to, the following:

*d
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A, Preiiminary and finzl official statements, and preliminary and final privare
placement oifering documen:s, relating to the City's secumties, togsther
with any supplements;

B. the City Financial Statements;

C. any filing made by the City with the NRMSIRs, whether made pursuant to
2 continuing disclosure agreement o which the City is z party or mads
voluntarniy;

D. press relsases (1o the extent that such relszses are or could reasonably be

construed to be an intended communication to the financial markers),
rating agency presentations, postings on the investor information ssction
of the City’s w’bpa&-, and other ﬂomrnumcanons reasonably likelv, in
the determination of the Disclosurs’ Group, to teach investors or the
securitiss markets; | -

E. any disclosure materials re:qmnng, pursuant to the Municipal Code,
approval and certification by the City Manager, City f\ttomey or City
Auditor and Comptroller;

F. disclosures provided by the City in connection with securities issuzd by
Related Entities. together with all of such documents and materials
prepared, 1ssued, or disuibuted in connection with such sscuritiss, to the ‘
extent that the City, the City Council, or Ciry officers, or staff are
r°snonsmle for the form or content of such documents or materjals;

G. -offering documents’ prepared by Retated Entities such documents- are
subject to the approval of the City Council; and

H'  such pdrtions of the City’s published adopted anoual budgst as the

Disclosure Group determines to-be aunropnat which shall at a minimum
include the exc.,unvc sumrmary. ‘

Article [V
Review Process

sction 4.1. Destermination of “Disclosure Document” status. Whether a particular

. docurnent or written, posted or other communication is 2 Disclosure Document shall be

determined by the Disclosure Group, incinding the determination whether a document
should be filed voluntarily with the NRMSIRs (se2 Secuon 3.1.C) or whether a
commumnication is rezsonably likely to reach investors or the securities markets (se2
Section 3.1.D.). To assist the Disclosure Group in its determination whether 2 particular
documnent is a Disclosure Document as described in subsecnon F. of Section 3.1,




information shall be solicited from the appropriate Related Entity by means of 2 12ttsr in
the form attached as Exhibit B, '

Secuon 4.2. eview of Form and Content of Disclosure Dozuments. The Disclosure
Group shall review the form and content of sach Disclosure Document.

Section 4.3.  Review of Official Statements. The following procedurss shall zpply to
those Disclosure Documents deseribed in subsections A. or G. of Section 3.1:

A, Tinapcing Group. Financial Services shall timely identfy for the
Disclosure Group 2 Financing Group for each financing (the composition of which may
differ for each financing), which shall include the Deputy City Attorney for Finance and
Disclosure (or such other Dcpury City Atiorney designated to work on the matter by the
Deputy City Atiorney for Finance and Disclosurs), such manager of Financing Services
2s the City Treasurer determines to be the appropriate interface with the bond financing

eam (i.e., bonc counsel and/or disclosure counsel, underwriter(s), underwriter's counsel,
financial advisors, and appropriate City staf), the City’s outside disclosurs counsel, and
such other members of the Dzsclosurﬂ Group s the Disclosure Group d termines to be

appropri ate, -

B.- esponsibilities of Financing Groun. The Financing Group shall (1) assist
the bond fnancing team in the preparation of the Disclosute Document and (if) the
manager of Financing Services working with the Financing Group shall cefify to the
Disclosure Group that, fo the best of hisfher kmowiedge, these Disclosure Controls and
Procedurss were followed in such preparation. :

1. The Financing Groun shall be responsible for soliciting material

information from City d‘-partm The Financing Group shall identify

Contributors who may have information necessary to prepare or who should
review portions of the Disclosurs Document. These Contibutors should be
timsly contacted and informed that their assistance will be nesded for the
preparation of the Disclosure' Document, Wwhich notfication will contzain the
information set forth in Exhibit C. :

2. . The Financing Group shall contact the individuals and departments

identified as Contributors as soon as possible in order to provide adequate time

"for such mmvlcmzls 10 performe a thoughtful and thorovgh raview or drafi of those
portions of the Disclosure Documcnt assigned to them.

-

3. The manager of Financing Services assigned to the financing,
1ogether with the Deputy City Attorney for Finance and Disclosure, shall maintain
or cause to be maintained an accurate log of ali individuals or dbpartm“n*s that
were requested 1o review or draft information.in commection with a Disclosurs
Document, including what sections such individuals or departrnent prepared or

eviewed. The Deputy City Attorney for Finance and Disclosure shal] also be
responsible_for collecting, all transmittal letters, certifications, and fists of sources

for incorporation into the minutes maintained by the Disclosure Group.

Page 4
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4, The Financing Group shall confirm 1o and advise the Disclosure
Group that sach section of and zll financial and operating informanor contained
in the Disclosure Document has bsen reviewed by an appropriate person, as
zvidenced by the written material described in 3. above {which shall constituts the

*zudit trail” referenced in Section 22.4105(a)(4) of the Municipal Cods). Of

particular import is that the “Appendix A” and other information conceming the
City is thoroughly compared for accuracy against the City Financial Statsments.
The Financing Group shall review the letters and any accompanyving information
provided pursuant to subsections C. through G. of this Section 4.3 and shall
transmit such materials 1o the Disclosure Group, such lefters to be substaniially in
the form set forth in Exhibit D. ‘ -

3. The Financing Group shall report any significant disclosure issues
and concerns to the Disclosure Group as they are discovered.

6. The Financing Group shall advise the financial advisor and the
underwriter(s) and their counsel, that they must execute upon their selection a
confdentiality agreement substanzaily in the form attachsd as Exhibit E.

C. Responsibilities of Contributors. A Commibutor shall assist in reviswing
and preparing the Disclosure Document using his or her knowledgs of the City and by
discussing the Disclosure Document with other members of the department in an-attempt
to ensure the accuracy of the information and to determine whether any other information
should be discussed or disciosed. Once 2 Contributor is notified of nis or her need (o
participats in preparing 2 Disciosure Document, the Contributor and the Contibutor’s
department dirscior shall cooperate with Financing Group ahd . Disclosurs Group

2quesis. ' ‘

D. Review bv Human Resources Manager, With respect to those Disclosure
Documents described in subssction A. of Section 3.1 that relate to sscurities that are
secured directly or indirectly by the City's general fund, the Financing Group shall
forward the Disclosure Document to the Humnap Resources Manager for review by mesans
of a letter substantially similar to Exhibit C. In particular, the Human Resourcss

Manager and the Persomnel Director shall review any information in toe Disclosure:

Document relating to emiployee relations, collective bargaining, pensions and benefits,
and litigetion concemming current or former employees. The Human Resources Manage
shall fimely send any comments on the Disclosure Document to the Financing Group
afier receiving the Disclesure Document, by means of the ransmitial letter attached as
Exhibit F.

E. Review bv San Dieco Citv Empiovess’ Retirement Svstem (SDCERS).
‘With respect 10 those Disclosure Documents described in subsection A. of Section 3.1
that rslate to securities that are secured directly or indirecily by the City’s general fund,
the Financing Group shall forward the Disclosure Document to the [Retirement
Administrator, Head of the Investman: Division, Head of the Administration Division

_2nd Head of the Legal Division] by means of a Ietter substantially similar to Exhibit' C.

" Such individuals shall be requssted to review zny information in the Disciosure

i)
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Document relating to pension beneiits and other retirement benefits, pansion plan funding

and litgation conceming SDCERS. Any comments on the Disclosure Document shall

~ timely be sent to the Financing Group after receiving the Disclosurs Document, by mzans
of the wansmitial lstter attached as Exhibit G. :

F. Review bv Citv Attornev for Litigation. The Deputy City Atiomey for
Finance and Disclosure shall transmit the Disclosure Document to the appropriate
attorneys in the City Attormey’s office who are responsible for ideatifying any material
current, pending or threatened litgation. The responsible attorneys shall tmely draft
descriptions of any such liigaton, and of any material settlements or court orders, for the
Disclosure Document afier receiving the Disclosure Document. The responsible
attorneys shall imely transmit the requested information to the Financing Groip after
receiving the Disclosure Documnent, by means of the transmittal ietter artached 25 Exhibit
H. '

: G.  Review by Citv Auditor and Combtrolier. * The Financing Group shall
forward the Disclosure Document 1o the City Auditor and Comptroller by means of a
Jerter substantizlly similar to Exhibit C. The City Auditor and Comptroller shall
designate one or more employess to assist the Financing Group with comparing and
noting anv discrepancies between the City Financial Statements and the Disciosurs
Document. The City Auditor’ and Compiroller shall also review the Disclosure
Document in full to identify any material difference in presentation of financial material
from the Financial Statements, any misstatement or omission in any ections that contain
descriptions of informauon prepared by or of imterest to the City’ Auditor and
. Compuoller. Any.comments on the Disclosure Document shall timely be seat to the
Financing Group after receiving the Disclosure Document, by moeans or the trzmsrml‘ta}
letter attachﬂd as Exhibit L. '

H.  Refersnce Matedals. The Deputy City‘Attorney for Finance and
Disclosure and the City’s outside disclosure counsel, in providing advice to the
Disclosure Group regarding the contents of those Disclosure Documents dsscribed in

subsactions A. or G. of Secnon 3.1, shal] review and take into considsration the refersnce -

materials listed in Exhibit 7, as updat d from time to time.’

Section 4.4.  Review of Disclosure Docum=nts ofher _than Ofmcla] Stat"mwn‘rs The
following procadures shall apply to those Disclosure Documents that are not addrassed in
Section 4.3 ‘ :

Al Determination of Disclosure Document. Any person (sach, a “Preparer™)
preparing any information for release to the public that could be considerad a Disciosure
Document and that is not otherwise 1dentified 25 a Disclosure Document in the forward
calendar referenced in Secton 6.3, shall noufy the Disclosure Group of such information.»
The Disclosure Group shall timely maks 2 determinaton whether such information is a
Disclosure Document pursuant to Section 4.1.

B. - Notifv Disclosure Groun. If it is determin=d that a document is a

Disclosure Document, the Preparer shall inform the Disclosure Group of the (i) sxpectad
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compistion date of the Dasclosure Document and (i) the expecled or requirsd
dissermination date of the Disclesurs Document.

C. Involvement of Deoutv Citv_Attornev. The Deputy City Attorney for
Finance and Disclosurs, in consultation with the City’s outside disclosurs counsel, shall
ssist the Preparer to:

1. identify material informaj:ion that should be disclosed;

2. ' identfy other persons that may have material information or

Imowledge of any information omitied from such Disclosurs Document; and

: 3. determine when the Disclosure Document 1s final and ready for
review by the Disclosurs Group.

D. Prepare Source List.  The Preparer shall keep z list of individuals or
groups that have contributed to the pr sparation of the Disclosure Document and 2 list’ of
sources from which the information summarized or updated in the Disclosure Document
was derived. Thése lists shall be submlttcd to the Disclosure Group along with the
Disclosurs Document. ' ‘

‘A'mcle v
Approval Process

ection 5.1. General. The Disciosure Group shall review and approve the form and

content of sach Disclosure Document. Such approval shall be evidenced by the

affirmative vote of a.majority of a quorum of the Disclosure Group, as determined by the
Rules and Regulations. The Disclosure Group may determine that those Disclosure
Documents that (i) the City is contractually obligated to file with the NRMSIRs if .
determined to be a material event or as a result of the failure to file the requirsd annual
financizl information and (i) contain no discrefionary content (e.g., rating changes), may
be fled with the NRMSIRs upon the approval of the C:ty s outside disclosure counsel
and at least one other member of the Disclosure Gror.m

ection 5.2. Submission of Official Statements to Disclosure Group for Approval. The
Financing Group shall submit any Disclosure Document described in Section 4.3 10 the
Disclosure Group when (1) it has obtzined all of the approvals and source dozumentation
described in Section 4.3, and (i) in its best judoment, the Disclosure Document is in
substanuially final form. Such submission shzll be by means of the transmittal letter
attached as Exhibit K. '

The Disclosure Group shell criticelly evaluate the Disclosurs Document for
accuraty, and have the opportunity to ask guestions of the Financing Group and of any
Contmbutor or other person who reviewed or drafted any secuon of the Disclosure
Documnent. The Disclosurs Group may send the Disciosure Document back to the
Financing Group for revisions. Thz Disclesure Group shall timely contact the Financing

o
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Group with any comments or qusstions on the D1sc]c>;ur= Document or the associated
financing.

Seciion 3.3. Submission of Official Statements to Citv Manaeer and Citv Attomey.
The Disclosure Group shall submit any Disciosure Document described in Section 4.3 to
the City Manzger and City Attorney when, in ifs bsst judgment, (i) the Disclosurs
Document is in substantizlly final form and (ii) the Disclosure Group has complied with
these Disclosure Controls and Procedures. Such submission shall be by means of the
transmittal letier attached as Exhibit L. :

The City Manager and Cify Attorn"y shall critically evaluate, or cause to be
_evaluated, the Disclosure Document for accuracy. The City Ma.nae*‘r and the City
Attorney shall mest with the Financing Group and the Disclosure Group at a mumnally
convenient time, and ask questions of the Financing Group, the Disclosure Group, any
Contributor, and any other person who reviewed or drafied any section of the Disclosurs
Document. The City Manager or City Attorney may send the Disclosure Document back
to the Financing Group for revisions. Upon satisfaction with the Disclosure Document,
th° City Manager and City Attomey shall exscute the certifications required by Section
22.4111(2) of the Municipal Code, in the form attachad as Exhibit M, and provide a copy

to the Disclosure Group

sction 5.4,  Citv Auditor and Comptroller Certification. Upon satisfaction with a
Disclosure Document described in Section 4.3 or i subssction T, of Seciion 3.1, {he City
Auditor and Comptroller shall execute the certification requirsd by 22.0709(b) of the
Municipal Code, in the form attached’as Exhibit N, and prov:dc 2 copy to the Disclosure
Group. With respect to sach CAFR, the City Auditor and Comptroller shall execute the
certification required by 22.0709(z) of the Municipal Code, in the form artached as
Exhibit O, and provide a copy to the Disclosure Group.

Secton 3.5. Submission-of Official Statements to Citv Council for Aboroval. As part
of the docketing proc=ss the Disclosurs Group shall submit any Disclosure Document
described in Section 4.3 to the City Council for approval together with the certificaions
from the City Manag:r, the City Attorney, and the City Anditor and Comptroller
promptly after the recsipt of such certifications. The approval of such a Disclosure
- Document by the City Council shall be docketed on the adopiion agenda and not be
approved zs'a consent item. The City Council shall undertake such review as they are
advised by the Deputy City Atnomney advisor to the City Council appointed pursuant to

sction 22.0303 of the Municipal Code and the City's .outsids disclosure counsel to be
appropriate to fulfill their responsibilities under applicable federal and state sscurities
laws, '

Section 5.6.  Approval of Disclosure Documents other than Official Statements. Any
Disclosure Document ané accompanylng source hsts described in Section 4.4 shall be

submitted to the Disciosure Group for approval when the Preparer, the Depury City

* Attorney for Finance and Disclosure, and the City’s outside disclosure counsel belizve
such Disclesure Document is ready for dissemination,

Syl
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Tne Disciosure Group shall coucally eveluate the Disclosure Document for
accwracy and sufficiency, and have the opportunity to ask guestions of the Preparer or
any other person who reviewed or drafied any secnon of the Disclosure Document. The
Disciosure Group may send the Disclosurs Document back to the Preparsr for revisions.
The Disclosurs Group shall contact the Preparsr with any comments or que stions on the
Disclosurs Dozument or the associated financing by no later than () in the case of a
Disclosure Document scheduled on the forward calendar referenced in Section 6.3, the
later of (i) five {5) business days after receiving such Disclosure Document and (1i) the
business day immesdiately succeeding the next regularly scheduled meeung of the
- Disclosurs Group, or (b) in the case of an unscheduled Disclosurs Document, as soon 28
rez2sonably practicable, |

Article VI
Timelines for Review

Section 6.1. Timelines for Review of Official Statements. The timeline for any
particular bond financing for which a Disclosure Document 28 described in subssctions
A or G. of Section 3.1 will be used will vary depending on the type of bonds being
offersd (e.g., variable rate, fixed rate, auction rate), the sscurity for the bonds (e.g.,
general obligation, revenue pledge), the purpese for the finencing, and other factors
unique to each bond financing. Accordingly, the following tmeline has been dﬂvé]op“d
‘to zssist the Disciesure Group, each Fmancmv Group, and each bond financing team in

- o
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cuidance in light of the unigue characteristics of each bond financing.

Dav 270 Disclosure Group notified of the bond financing by inclusion of the
financing on the forward caizndar referenced in Section 6.3, and
identifies a Financing Group

Days 150-270 Financing Group mesats with the bond financing team to understand

basics of bond financing; initial draft of Disclosure Document is
prepared
Day 150 Financing Group distributes information to Conmibutors and

department directors

Day 150 Financing Group distributes information to Human Resources
Manager, SDCERS representative, and City Audiior and
Comptroll er, s may be applicable

Day 130 Depury City Attorney for Finance and Disclesure transmits
Disclosure Document to appropriate {itdgation attorneys in City
Attormey’s Office

Days 110-130 Depertment direciors and Contributors discuss Disclosurs
Document at deparimental meetnes
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Day 100 Contributors submit requasted information to Financing Group

Day 90 Human Resources Manager, SDCERS representative and City
Afiorney representative fransmit any requeasted information to
Financing Group

Days 60-90 Financing Group reviews Disclosure Document and all related
materials, and wansmits to Disciosure Group

Days 40-60 Disclosure Group reviews Disclosure Document and all related
mate nals and submits to City Manager and City Attorney

Days 30-40 City Menager and City Atiorney meet with Disclosure Group
Day 30 City Manager and City Attorney execute required certifications
Day 29 . Disclosure Group submits Disclosure Document and r= latcd

certifications to City Council as part of the docketing proce.
referenced in Section 5.5

Day 15-29 City Council briefed regarding Disclosure Docurnent by 'D°pﬁty
City Attormney adwsor to the City Council and the City’s outside

Al m mrnerm mmvaem Al

Day _5' City Council approves D1scloswe Docum=-nt
Day 0 ‘ Prﬂummary Official Stat=m=nt 15 mailud

Day 0 — Delivery Pmancmg Group advises Disclesure Group of (i) any material

Date (or such later . changss to Preliminary Official Statement to create the final

date fhrough which Official Statement and (ii) any material changes to the final Official
the Cityis - ‘Statement up 10 and including the daie of delive ery of the bonds. In
contractually either such event, the Disclosure Group must review and approve
obligatad to advise the form and content of the material change disclosure and

the bond financing  determine whether ii is necessary or appropriate to submit the

team of material . material change disclosure 1o the City Council for approval.

svents)

Section 6.2. Timelines for Review of Disclosure Documents other than Official
Statzments. The timeline for preparing any particular Disclosure Document will vary
depending on the type of Disclosure Document ané whether or not the Disclosure’
Document was on the forward calendar referenced i Section 6.3. Accordingly, the
following timeline has beep devéloped 1o assist the Disclosure Group and the Preparer in
deve ]opmo a schedule, but is intend=d only 1o provide very general guidance in light of
the aniqus characteristics of each Disclosure Document.
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Scheduiad Unscheduled
(measured by  (measursd from

days before days after
Disclosurs expsctad
Document Disclosure
ret dissermination Document
Ao : !
Acuon scheduizd) Teveaied)
Disclosure Group notifisd of the potential Disclosure 60 days ASAP
Document ' '
Disclosure Group makes a dsizzmination whethser a N/A " 2 business
document is a Disclosure Document : days
Preparer, Deputy City Attomsy for Finance and  50-60 days .. 4 business
Disclesure, and the City’'s ourside’ disclosure counsel days

identfy other persons that may have matsrizl information
or knowledge of any information omitted from such -
Disclosure Do cument

Disclosure Documsnt finalized and tfransmitted to  25-50days 4.5 business

Disclosure Group o © days
Disciosure Group reviews Disciosurs Document and all | 10 days 5-G business
related materials, and approves Disclosure Document for days
diss=minanon

Section 6.3. Forward. Calendar. The Disclosure Group shall develop = forward

- calendar that s=ts forth, to the best judgment of the Disclosure Group, 2 comprehensive
list of Disclosure Documents that are subject to the reviéw and an‘orova.l of the Disclosure

Group over the next twelve months. Such forward calendar shall be revisad from time to

time, and every effort shall be made to ke ep stich document current. The City Treasurer -

sha_ll advise the Disclosure Group of all Disclosure Documents originating in Financing
Services (being those Disclosure Documents described in subsection A. of Section 3.1,
znd those Disclosure Documents filed by the City with the NRMSIRs pursuant to
continuing disclosure agreements descrmibed in subsection C. of Section 3.1) that are
expectaed to bz submitied to the Disclosure Group for review and approval over the next
twelve months. In addition, the City Treasurer shall advise the Disclosure Group, afier
soliciting the appropriate information from the Related Entities, of those Disclosure
Documents described in subsections F. or G. of Sscuon 3.1 that are expected to be

_submitted to the Disciosurs Group for review and approval over the next twelve months.

The Citv Auditor and Comptroller shall advise the Disclosure Group of the daies that the
CAFR, the audited financial statements of the Mefropolitan Wastewater Utlity, the
audiied financial siatements of the Water Utility, the Disclosure Documents described in

siBsEction B. of Sefnon 5.1, and any other Dls ciosure Document, are sxpecied t0 be

o
)
ua
114
s
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submirted to the Disclosure Group for review and approval over the next twelve months.
Thne Deputy City Manager ior Finance shall advise the Disclosurs Group of the date that
the Disclosure Document described in subsection H. of Section 3.1 is expected to be
submitted to the Disciosure Group for review and approval over the next twelve months.

Article VII
Training Policy

Ssction 7.1. Training Sessions.

A. Employess w1t.h responsibility for collecting or analyzing information that
may be matenal 10 the preparation of 2 Disclosure Document shall attend disclosurs
raining sessions conducted by the City’s outside disclosurs counsel, with the assistancs
of the Deputy City Atiorney for Finance and Disclosure appointed pursuant to Section
22.0302 of the Municipal Cods. New employses shall attend such a session within three
months of their first day of employment. Such training sessions shall include edncation
on the City’s disclosure obligations under applicable federal and state securities laws and
their responsibilities and potential liabiiities regarding such oblicrau"ons, the anonymous
and confidential contact information for the Financial Reporiing Oversicht Board

deseribed in Section 9.2, and the contact informenon for the D°Duty Cry Attormey for

Finance and DlSC‘lOSLII‘“ Such training sessions may be conducted by videotape.

B. The dete rmination 2s to whetn.,r or not an °mplov shall receive such

training shall be made by the Deputy City Manager, the City Auditor and Comptroller, or’
the City Atomey, as appropriate, responsible for such employee. The Disclosure Group

may zlso rsquire training for an employee not specified by any such person.

C. Separate training sessions shall be conducted by the City’s outside disclosure
counsel, with the assistance of the Deputy City Attorney for Finance and Disclosure and
the Deputy City Attorpey designated as an advisor to the City Council pursuant to
Secuon 22.0303 of the Municipal Code, for' the Mayor and City Council members.

_ Artlcle VIII
Document Retention Policies

Section 8.1.  Official Statements.

A. Materials retained. The Disclosure Group shall retain in 2 central dzpository,

- for. a period of five vears from the date of delivery of the securitiss referenced In a

Disclosure Document described in subsections A..or G. of Secuion 3.1, the following
materials:

1. the printed copy of the Preliminary and final Official Statement (or
Preliminary and final Offering Memoranda);

2. the “‘deemed final” certification provided by 2 City official 10 the

R

undsrwriter of the securnitiss in accordance with paragraph (b)(1) of Ruje 15¢2-12;

R



!

3. the executed copies of the Jetters, reguests, and certifications, the
forms of which are antached as Exhibits B-K, and M;

4, the information and related sources referenced in the materizls
described 1n 3. above; '

5. the bend purchase agreemens a_nd

6.  any written ceriification or opimions sxecuted by a City official
reiating 10 disclosure matters, delivered at the time of delivery of the related
seCuriuss.

B. Materials not retained. The Disclosure Group shall not retain afier the dats of
slivery of the related securities the drafts of any of the materials refersneed  in
subsecrion A. above. Lo ' '

Section £.2.° Disclosure Documents other than Official Statements. The Disclosurs
Group shall retain in a central depository, for 2 period of five years from the date the
respective Disclosure Document 1s published, posted, or otherwise mades publicly
available: ) '

1. °  the final version of the Disclosurs Document,
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informarion in the D1sciosm'° Douum..m,

3. the informaton and related sources referenced in the materizls
described in 2. above,

The Disclosure Group shall not retain the drafts of any such matenials.

Article IX
Confidential Submissions

ection 9.1. Deputy Citv_Attornev for Finance and Disclosure. The City shall
encourage City employees to contact the Deputy City Attorney for Finance and
Disclosure with any disciosure questions or concerns. To the extent psrmitied by law,
upon the employee’s request, fhe Deputy City Attomﬂy for Finance and Dvsclosm‘n shall
keep the employee's 1c1='nnty confidential.

Saction 9.2. Financizl Reporiine Oversieht Beard (FROB) Contact Information. The

- City shall s=t vp 2-confidential and anonvmous system so that City-employzes can contact .

the FROB with any concerns about accounting ot financial disclosure 1ssues if they prefer
not to contact the Deputy City Attorney for Finance and Disclosure. The FROB will
crezte a procedures for contacting them in an anonymous and confidential manner.

—
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L Article X
. _ Annual Review

" Section 10.1. Annual Review. The Disclosurs Group shzil conduct an annual
evaluation of these Disclosure Controls and Procedurss and prepare an annual report, in
accordance with the procedures and the dates established by Section 22,4106 of the
Municipal Code.
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Exhibits

List of Related Entities
Relatzé Enuty Letie

equest for Iniormation from Conuibutors
Trmsﬁuimj by Department Director or D:pufyl City Manger to Financing Group
ﬁnd:mﬁtsr’sf?inancia] Advisor's Confidennaliry A greement
Letter from Human Resources Manager

atter from SDCERS Representanve
Letter from City Artorney’s Office Regarding Litigation

stter from City Auditor and Comptrolier
Mu:niﬁipa] Finance Disclosure Reference Materials

Transmittal of Official Statement by Financing Group 1o Disclosure Group

G . L P

Transmintal of Official Statement by Disclosurs Group to City Manager and &
Attorney

C
e

_ Certificarions by City Artorney and City Manager

Certification by City Auditor and Comptroller Regarding Official Statements

Certufication by City Aunditor and.Comptroller Regarding CAFR




